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How one goes about it 


to get more Oil and more Gas 





You receive more oil and gas this year because someone did a lot of thinking, getting ready and intelligent risk-taking in past years. 
This is the rule of American business under the free enterprise system. Imagination first creates a business undertaking. Courage 
of imagination accepts the risk of loss for probable profit, and a program is put under way. 


The judgment of management is that there will be a public need for oil and gas, that is to say, a market, and that these products 
can be sold at a fair and reasonable profit. Management thus risks its reputation; and the stockholders, their money. 










The company leases land, sends out prospectors and drillers, makes provision for the acquisition of tank cars, tankers and pipe- 
lines, and builds refineries and obtains outlets, to provide for the anticipated demand. Then, if all goes well, and its judgment was 
sound, the products will be there to meet the public need. This result of careful planning and calculated risk-taking is sometimes 
attributed by critics of our American system to “luck.” 
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Because Cities Service anticipated our current petroleum power and fuel needs some years ago—and prepared to meet them —it 
was able last year to break several of its all-time records — 

— in the production of crude oil; by refining 64 million barrels of crude of which 30 millions were gasoline; by producing and deliv- 
ering in all, 320 billion cubic feet of natural gas; and by transporting 172 million barrels of petroleum. 





Asa result, you, the public, were able to buy $486,000,000 worth of Cities Service products last year, 40% more than in the pre- 
vious year. 


And the end is not yet! 


Although Cities Service invested $96,000,000 in new facilities in 1947, ($555 million during the years of depression, war, and 
reconversion ) this figure — again based on the judgment of management — has been stepped-up to $145,000,000 for 1948. 


You see, we do not agree with the defeatists who tell us that America has reached maturity, that its economy is a static thing, that 
capitalism is through. Cities Service believes that this nation will need more oil, more gas, more petroleum products, rather than 
less, in the coming years, 


We propose to do our part. 


Cities (A) Service 


W. ALTON JONES, President 
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Beneficial 


Industrial Loan 
Corporation 


DIVIDEND NOTICE 
Dividends have been declared by 
the Board of Directors, as follows: 
CUMULATIVE PREFERRED STOCK 

$3.25 Dividend Series of 1946 
$.81'/, per share 


(for quarterly period ending 
June 30, 1948) 












COMMON STOCK 
$.30 per share 
Both dividends are payable June 30, 
1948 to stockholders of record at 
close of business June 15, 1948. 


Puitip KAPINAS 
May 25, 1948 Treasurer 



















REEVES BROTHERS, wc. 


DIVIDEND NOTICE 

A quarterly dividend of 25c per 
share and an extra dividend of 25c 
per share have been declared, pay- 
able July 1, 1948, to stockholders of 
record at the close of business June 
3, 1948. The transfer books of the 
Company will not be closed. 

J. M. REEVES, Treasurer 
May 17, 1948 

















Allegheny Ludlum Steel Corporation 
Pittsburgh, Penna. 
At a meeting of the Board of Directors of the 


Allegheny Ludlum Steel Corporation held today, 
May 20, a dividend of forty cents (40c) per 


share was declared on the Common 
Stock of the Corporation, payable 
June 30, 1948, to stockholders or 


record at the close of business June 
1, 1948. 

s The Board also declared a dividend 
of seventy-five (75c) per share on the $4.50 
Cumulative Preferred Stock of the Corporation, 
payable June 15, 1948 to stockholders of record 
at the close of business June 1, 1948. This divi- 
dend is cumulative from April 15, 1948. 

S. A. McCASKEY, JR. 
Secretary 
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Corporation 


PRODUCTS DIVIDEND 
Ihe Board of Directors declared a dividend 
of 35¢ per share on the Common Stock pay- 
able June 10, 1948, to holders of record 
June 1, 1948. 
ROGER HACKNEY, Treasurer 











Allied Chemical & Dye Corporation 
61 Broadway, New York 

May 25, 1948 

Allied Chemical & Dye Corporation 

has declared quarterly dividend No. 109 

of One Dollar and Fifty Cents ($1.50) 

per share on the Common Stock of the 

Company, payable June 19, 1948, to 

common stockholders of record at the 
close of business June 4, 1948. 

W. C. KING, Secretary 
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@ United States Steel Corporation makes a 
good many other things besides steel. 

For example, the heat in many United 
States Steel plants is being used to make 
steam which generates electric power. That 
power helps to supply thousands of homes 
in the neighboring communities with elec- 
tricity. 

In another community, surplus gas from 


coke ovens supplies 125,000 people with’ 


cooking and heating gas. 


U°S'S Steel helping me to launder a shirt! 


...to broil some chops! 


..to grow bigger tomatoes! 





In Birmingham, Alabama, there is an- 
other example of such service. The scientists 
of the Tennessee Coal, Iron and Railroad 
Company have found that the open hearth 
slag is an excellent soil conditioning material. 
So today, T.C.I. has a whole department 


making this soil conditioner, and shipping it - 


all over the South to improve crops. 

These activities are examples of how in- 
genuity has created new ways for United 
States Steel to help serve the nation. 


UNITED STATES STEEL CORPORATION SUBSIDIARIES 
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~ ~- Industry 


Business 


The Trend of Events 


KEY TO INDUSTRIAL PEACE... The new parity wage 
formula born last week in Detroit and embodied in the 
General Motors-UAW wage agreement may not lick 
inflation but it sets an important precedent in indus- 
trial relations. Labor peace was purchased by General 
Motors at an estimated cost of something like $75 mil- 
lion annually added to its wage bill. If the pattern be- 
comes general in the automobile industry, it will boost 
the industry payroll by about $140 million, and the 
manufacturing cost of the average automobile by 
nearly $26. While this is at least potentially inflation- 
ary, the automatic cost-of-living adjustment formula 
must by all means be viewed as progress towards 
stavilization. Moderation has won out and and pre- 
vented another costly strike in the auto industry, a 
strike which, if prolonged, would perhaps have had far 
greater inflationary connotations that the wage agree- 
ment. 

It may be hoped that a similar solution will soon be 
found to end the Chrysler dispute; undoubtedly the 
GM agreement will have a strong bearing on wage 
negotiations elsewhere. There will be much inclination, 
in other industries where the third round wage drive 
has not been going too well, to conclude that a “‘pat- 
tern” has now been established for the third round. 
But this may only be partly correct. It ignores the fact 
that third round settlements so far made reveal a 
far greater variety of individual settlements, opening 
up greater possibilities for individual bargaining, just 
as the GM settlement itself is the product of such in- 
dividual bargaining, and an entirely novel one. In 
short, third round results so far have not followed any 
pattern, and may not in such cases yet to be negotiated. 

From a broad economic viewpoint, it would have 


been preferable if the wage-cost-price spiral could 
have been halted completely at this stage, but to ex- 
pect such a turn of events would also have been un- 
realistic. The policy of moderation demonstrated by 
labor in the General Motors settlement is the next Lest 
that could have happened. In a sense it must be viewed 
as a victory for public opinion because it reflects 
labor’s realization that the public has become increas- 
ingly averse to union policies that jeopardize our 
whole economy. What happened in coal and the rail- 
roads has douvtless strengthened this attitude. 

It is permissible to observe that it is management’s 
responsibility to show the same moderation (as labor 
did in the GM case) in its pricing policies. Doubtless 
not all industries will be able to absorb even moderate 
wage increases without further advancing prices, 
though there is reason to believe that in the case of 
General Motors, this should be possible—if not fully 
then at least in major degree. 

Despite the widespread optimism displayed about 
the general business outlook, there is no getting 
around the fact that costs bear closest watching these 
days. Business profits, though well assured in most 
fields, are in a vulnerable position. A moderate rise in 
costs, a relatively minor decline in volume, or a drop in 
selling prices could shrink them quickly and pain- 
fully. Additionally, it is generally no longer possible to 
pass on higher wage rates or other cost rises by ad- 
vancing prices for manufactured products. Except in a 
few industries, such a course would almost certainly 
bring a decline in demand. 

For this reason, the study of cost, price, volume and 
profit relations has become increasingly mandatory 
for business managements, particularly the careful 
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examination of fixed expenses in relation to variable 
costs. It is the rigidity of fixed overhead that lends 
leverage to earnings on any drop in prices or volume. 
And there are many indications that overhead, in 
many directions, has been growing out of proportion 
to other costs. 

The third round wage drive lends actuality to these 
problems. Their careful study by business manage- 
ments will indicate very clearly the limits beyond 
which they cannot go in granting higher wage rates 
without impairing the earning power of their com- 
pany. . 


CURRENCY DEVALUATION .. . The National Advisory 
Council in a recent report placed the countries par- 
ticipating in the Marshall Plan on record that they 
will be “required” to adopt realistic exchange rates, 
and with this statement the question of European cur- 
rency devaluation is once more in the fire. The Council 
thinks that rates are about due for an “adjustment” 
in half a dozen Marshall Plan countries, and indeed 
this fits a good many countries though the general 
attitude seems to be: ‘“‘Not me.” 

There will of course be a lot of talking before any- 
thing will Le done. And the British doubtless will talk 
hardest and longest, thus no early sterling devaluation 
should be looked for. Already they are expressing un- 
easiness over conditions which may be finally attached 
to ERP help, and the question of European currency 
devaluation raised by the National Advisory Council 
is cited as one of them. 

Generally speaking, the need for a sensible adjust- 
ment of currency rates has been obvious ever since the 
war ended, and is recognized by every one conversant 
with economic trends and necessities. Some nations 
such at Italy and France already have acted, despite 
internal and external opposition, and the results in- 
variably have been beneficial though further adjust- 
ments will be necessary. The currency reforms under- 
taken by Belgium and Holland were chiefly internal 
but likewise helpful to the economies of these coun- 
tries. 

Interestingly, the Council utilized a review of the 
Bretton Woods institutions for its recommendations 
and emphasized the place which the International 
Monetary Fund should play in such matters. This is a 
much-needed boost for the Fund which certainly can 
play an important part in the program of revaluation 
and stabilization. Most of its funds available for this 
purpose remain unused. 

The idea is that any adjustment of exchange rates 
is to be integrated with American assistance under 
the ERP .Thus the Economic Cooperative Administra- 
tion Will have a vital weapon in its hand in the form of 
local currency accumulations resulting from ERP aid 
and subject to our disposition. The entire process must 
ultimately be related to internal stabilization of the 
countries concerned; unless budgets are balanced and 
financial houses put in order, no attempt at currency 
adjustment would be practical. Thus the procedure 
will not be a swift one. No early startling develop- 
ments need be expected. 


A HOPEFUL SIGN .. . Recent dispatches from England 
stated that the British Labour Party, rather than ex- 
tending its socialization program, favors consolidation 


of the socialist program enacted so far together with 
an effort to improve performance by state-owned in- 
dustries and further industrial modernization under 
private enterprise. Herbert Morrison, the party’s 
chief political strategist, surprised not only by calling 
for a slow-down in nationalization but by his implied 
admission that all is not well with the nationalized in- 
dustries. He was emphatic, in appealing to party dele- 
gates to submit ideas for the 1950 election platform, 
that these should be designed primarily to improve 
the existing socialist machinery, but not to extend it. 
The British people, he suggested, want to see better 
performance of the nationalized industries. 

This is a notable switch, one that not only provides 
encouragement to American business leaders in their 
efforts to maintain free enterprise but also food for 
thought to many of our “liberals” who have been ac- 
customed to think along lines of nationalization of 
American industry. 

Opinions doubtless differ whether government 
ownership of business has received a fair chance in 
Britain in view of the unfavorable conditions created 
by the war, which made it extremely diffcult for the 
system-to work. But on the other hand, British labor 
leaders would hardly turn to the newly announced 
course if they were not convinced that it will be the 
best. Their renewed faith in private enterprise, though 
possibly not untinged with 1950 election considera- 
tions, may well tend to halt elsewhere the trend to- 
ward socialization and strengthen the free enterprise 
system through the world. 


OUR NATIONAL WEALTH .. . The nation’s physical 
wealth—land and homes, plants and mines, concerns 
and supplies—is worth $600 to $700 billion, compared 
with an estimated $309 billion in 1938, according to 
the Institute of Life Insurance. 

The rise reflects the “great growth in the economy 
during and since the war, combined with the rise in 
prices. It also marks resumption of a historical trend. 
Except for a decline in the Thirties, national wealth 
has risen in every decade since 1850, when it was just 
slightly above $7 billion.” 

The Institute further comments that while the gain 
in physical wealth is an interesting and gratifying 
indication of progress, it is merely a yardstick for 
measuring one phase of national life. In a more funda- 
mental sense, the wealth of the nation is in its people 
and the way they live and work—their effective use of 
resources and skills and their devotion to ideas and 
institutions on which the nation has grown great. 

We would add to this that this last thought is basic. 
For without our ideals and institutions, without our 
ability to use resources and skills, the nation’s physi- 
cal wealth could never have risen to the present point. 

Estimating national gross debt in 1946 at $452 bil- 
lion, the Institute states that this would suggest a 
figure of about $650 billion for national wealth. Gross 
debt was said to range from 59% of national wealth in 
1929 to 69% in 1935. On basis of latest figures, the re- 
lationship would be 70%. 

Except for the worst depression years, it was added, 
gross national product annually ran close to 30% of 
national wealth. Since gross national product was 
around $250 billion in 1947, this ratio suggests a 
national wealth figure now of more than $750 billion. 
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as g See GL | _ BY CHARLES BENEDICT 
Py 


IN A WORLD GONE HAYWIRE 


4; is clear we cannot have peace in the 
face of the incredible weakness in leadership which 
is rapidly creating a dangerous unbalance among peo- 
ple everywhere and in every walk of life. The decline 
in the ethics among those in the upper strata, upon 
whom the foundation of an orderly society depends, 
has shaken the world to its depths, so that the people 
having lost their anchor, are thoroughly disillusioned 
and showing a sav- 
age contempt for 
those who rule 
them. 

In such a setting 
it is not surprising 
to find the unscru- 
pulous manoeuver- 
ing for power. 
They are the prime 
movers in the in- 
trigue which is cur- 
rently responsible 
for Arab aggres- 
sion in Palestine. 

The Arab defi- 
ance of the United 
Nations was made 
possible only be- 
cause this body— 
which only two 
years ago was the 4 
hope of the world 4 
—does not express . 
world opinion, but 
like a robot shifts 
back and forth when its masters pull the strings. It 
has degenerated into a mere reflection of the fears 
and ambitions of leaders in the Soviet Union, the 
United States and Great Britain. 

Without a world organization having the power to 
maintain the peace under a leadership ready to de- 
cide issues from the objective standpoint of right and 
wrong, we can expect continuing tension and strife, 
which can only result in a war of annihilation that is 
bound to bring an end to civilization as we know it, 
and to the progress which man has made in the last 
500 years. 

Appeasement of Hitler and Stalin has brought 
great tragedy to the peoples of the world. It is respon- 
sible too for the decline of the great British Empire 
and the unbalance and uncertainty we are facing in 
our daily life in the United States. In Britain inter- 
national bankers and industrialists are pulling the 
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Cross in The Johannesburg Sunday Express (So. Africa) 


strings. They seek to recoup their fortunes at the ex- 
pense of the rest of the world. 

We must not let the stubborn British leaders pull 
us down with them, for it has been their attitude 
which has mistakenly encouraged the Arabs in their 
aggression and defiance and brought about the dan- 
gerous situation which will destroy everything they 
have been trying to preserve. Nor should we 
permit the British 
government to use 
the United States 
for their own pur- 
pose, or continue 
the undercover 
support of these ef- 
forts with our 
money. 

As champions of 
freedom and dig- 
nity for human be- 
ings under govern- 
ments of their own 
choosing, we 
should in all fair- 
ness lift the em- 
bargo on arms so 
that the new State 
of Israel will be 
able to obtain arm- 
ament as readily as 
the Arabs do with 
British connivance. 
Arab rejection of 
the “cease fire” order brands them definitely as 
aggressor and calls for an end of the shilly-shally of 
technicalities, which have thus far given them advan- 
tages to which they are not entitled. 

It is well to remember that British misrule of Arab 
states is responsible for their weakened position in 
the Middle East and that they have only maintained a 
semblance of power through bribes and intrigues. 


Are we going to répeat that folly? To do so would 
be tragic. Let us instead avoid the devious paths that 
have been fast leading the world to chaos. Our salva- 
tion lies in a firm stand backed by moral purpose, to 
so impress the world with our strength as to renew 
hope. For only then can we safeguard our own people 
and assure peace to the rest of the world. Let us face 
this crisis as men—and not as rabbits. 
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Is Market Now Discounting 
Third Quarter? 


The probabilities continue to favor a higher market in the course of time. How- 
ever, the advance has been rapid, more consolidation seems needed ; and corrective 
reaction should be allowed for, whether from present or moderately higher levels. 
Hold substantially invested positions but do not press buying on strength. 


By A. T. 


¥ he fortnight since our last previous analysis 
was written has been given over by the stock market 
mainly to consolidation of the preceding advance. 
There has been considerable profit-taking, but also 
fairly consistent new demand. As a result, the aver- 
ages were not significantly changed. At times there 
were reactionary tendencies which made scant 
headway and quickly dried up. On the other hand, 
the bullish enthusiasm prevalent in mid-May has 
yet to reassert itself. ; 
Thus, the immediate technical evidence is again 
indecisive. It is encouraging that volume of trading 
remains larger on upside days than on recessions, 
but this difference in the period under review has 
not been great. It is also encouraging that the Dow- 
Jones industrial average rose to a new high for the 
year—and for the new bull market which has been 
presumptively indicated—within the last week under 
the leadership of automotive stocks, but this added 


MILLER 


only modestly to the advance previously scored since 
mid-March. 


Resistance to be Expected 


The rails and oils, which did so much to spark the 
March-May rise, look tired; and probably are more 
vulnerable to technical correction than the industrial 
list as a whole. We continue to think that the prob- 
abilities favor eventually higher stock prices, but 
we doubt that there is need to reach for stocks by 
investors who are already holding substantial posi- 
tions. It would not be surprising if the averages 
meet hard going at only modestly higher levels in 
case of further nearby advance. And it would not be 
surprising—since many traders, and some investors, 
who act on Dow Theory “signals” have already done 
their buying, and at high prices at that—if the next 
technical reaction carries most stock groups at 
least somewhat under present levels, whether or not 

it is preceded by some degree of fur- 
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ther rise. 

True, the seasonal tendency for the 
so-called “summer period” has been 
consistently upward. However, this is 
a rather broad generalization. You can 
set up a most impressive record of 
advances by measuring from the low- 
est level of either May or June, to the 
highest level of either July or August. 
But, if taken on the basis of individual 
months, the record is much less con- 
sistent. Thus, going back a number of 
years, the industrial average has had 
a net decline in June about half as 
many times as it has had a net ad- 
vance; and very nearly the same ratios 
have applied to July or August indi- 
vidually. Moreover, it is quite possible 
for the market to have a substantial 
reaction at some time within any sum- 
mer month, yet end higher for the 
month as a whole. Finally, it seems 
logical to reason that the 26-point ad- 
vance in the industrial average, within 
the 11-week period since the March 
low, probably is at some expense at 
least to the June potential in this 
instance. 

There seems to be considerable in- 
terest in the question of what the 
market has usually done in Presiden- 
tial election years. The answer is that 
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in the last 12 elections it 
has ended the year, on an 
average, with an insignifi- 
cant net gain when Demo- 
crats were elected Presi- 
dent, and with a substantial 
net gain when Republicans 
were elected. There have 
been exceptions to the rule. 
Stock prices lost ground 
(net) in the Republican 
year 1920 and in the Demo- 
cratic years 1932 and 1940, 
all three of these years hav- 
ing fallen within bear- 
market periods, either 
wholly or partly. 

The average market 
trend in years when Re- 
publicans were elected Pres- 
ident has been moderately 
upward from a late winter 
reaction low into May, then 
slightly downward into part 
of June (nominating con- 
vention time), then rather 
strongly upward for the 
rest of the year. However, 
this pattern has varied con- 
siderably in the individual 
years. Those conforming 
most closely with the typi- 
cal trend cited were 1924 
(Coolidge over Davis) and 
1928 (Hoover over Smith). 
It may be an interesting 
coincidence that the trend 
so far this year resembles 
the average performance of 
past Republican election 
vears. It need hardly be 
observed that Republican 
hopes are higher now than 
they have been at the end 
of May for a great many 
years back. It also need hardly tbe stated that 
expectation of a Republican victory tends to increase 
investment confidence, on balance, although a by no 
means inconsiderable number of investors (and 
business men) are Democrats. To avoid any mis- 
understanding, let us add that in these interpreta- 
tions we try our best to be objective and without 
political predilection. 
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Economic Considerations 


Probably the most significant news, from a market 
viewpoint, of the past fortnight has been the Gen- 
eral Motors wage settlement. There are two ways 
of looking at it. If accepted as a pretty general 
pattern, it means a further rise in operating costs, 
not great but still substantial. It probably means 
partial absorption out of profits, partial reflection 
in additional price rises where consumer resistance 
is not already too formidable. Neither is bullish in 
principle. The other side of it is that it holds some 
promise of stabilizing wages near the higher level 
and minimizing strikes for the next two years. This 
is favorable, and is so taken by the stock market. 
Whether the new pattern means anything to John 
L. Lewis, with a coal-mining wage contract nearing 
expiration, is something else again. A possible July 
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coal strike seems to be the biggest cloud in the 
summer industrial picture. 

The prospects seem to be that farm and food 
prices will trend down before many more months 
have passed, probably just about offsetting selective 
further price rises elsewhere and leaving the cost 
of living either about where it is now or a little 
lower. This would work in behalf of more stabilized 
labor relations. In this view, the key inflation factor 
from here on will be the Federal budget. Barring 
war, the arms spending can hardly mean more than 
a little deficit financing, if any, within the 1948-1949 
fiscal year; but the projected program implies a big 
change thereafter. Estimates of the eventual cost 
for defense spending alone range as high as $30 
billion a year, suggesting a forced reversion to 
higher taxes somewhere along the line. But we 
doubt that this is likely for another 18 months or 
so; and the course of world affairs meanwhile is 
unpredictable, yet controlling. It might be a good 
guess that European events are more likely to in- 
duce either a scaling down of the program in time, 
or an enlargement of it, than to fortify the case for 
carrying it out exactly as. now officially projected. 

We have previously outlined the economic and 
psychological basis for (Please turn to page 260) 
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to Avoid Boom- 


they could not afford present prices 
but because their sense of values 
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B t ply of goods, though both are vital 
U - factors. But the mere fact that a 
man has money does not necessar- 
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By E. A. KRAUSS 


s he need for lower prices to bulwark 
our economy is becoming daily more apparent. It is 
a need that existed before but that now is becoming 
well nigh imperative if we are to enjoy a continued 
high level of business activity, if we are to maintain 
production at or near its present level. 

There is no getting around the fact that in the 
final analysis, the level of consumption—the speed 
with which goods move into consumption, determines 
the level of production. The postwar inventory boom 
has greatly tended to obscure this. With everybody 
stocking up on goods, production could roll along at 
a high rate though only part of output went into 
consumption. Hence boom and shortages. 

But the picture today is rapidly changing. Pro- 
duction continues at full tide, pipelines have been 
filled, inventory requirements in most lines have re- 
turned to a normal basis. At the same time, short- 
ages and sellers’ markets have disappeared in the 
majority of products. Industry and trade make it 
plain that they have entered upon a period of stiff 
competition. And consumer demand is increasingly 
restricted by the pinch of high living costs, by the 
shrinkage in buying power brought about by exces- 
sive prices for almost every type of goods. Hence 
what is called consumer resistance. 

In many cases, it is sheer inability to buy due to 
lack of adequate purchasing power. But quite often, 
also, consumers have gone on strike not because 
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market to spend it. He has a great 
variety of options, one of them the 
refusal to spend until he gets what 
he considers his money’s worth. 
Regardless of the cause of consumer resistance, 
the remedy is the same. Lower prices are the best 
way to sustain flagging purchasing power, or lag- 
ging consumer interest. But unfortunately price re- 
ductions, particularly of manufactured goods, are 
still something of a rarity, so much so that they are 
frontpage news whenever they occur. This in spite 
of the fact that we seem to have reached the point 
where total production has begun to exceed demand 
(and thus had to be helped by “shots in the arm’) 
and that there can be no real increase in overall 
sales without price cuts. Production has risen 
greatly, and most of it is now available for con- 
sumption whereas formerly a goodly part went into 
inventories. 
Mounting Goods Supply 


Industry reaction to the reappearance of surplus 
goods has shown an interesting split so far. In the 
case of durable goods manufacturers, the general 
decision has been to fight for volume by reducing 
prices. Many manufacturers of non-durables, on the 
other hand, have preferred to cut back production 
where goods threatened to pile up too quickly. Ordi- 
narily, it’s been the other way around. The reluc- 
tance to cut prices has been due in part to cost fac- 
tors but also to a belief that inflation is far from 
stopped, or that existing price supporting factors 
will serve as a cushion against price declines. Both 
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views may be quite errone- 
ous, however. 


Costs Still Rising ati 


It is true that: in many 
lines, costs are still rising, 140 
and that purchasing power 
generally remains very large. 
But it is also true that the 
pinch of high prices is being 
felt in ever widening degree 
and that purchasing power, 
if the price rise is taken into 100 
account, is easing down- 
ward. Disposable income has 
been going up steadily in 80 
terms of current dollars, but 
it has not kept pace with the 
rise in prices. Thus real 
purchasing power in the first 60 
quarter of 1948 was some 
5% below that of the first 50 
quarter 
enough variation but still a 
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significant fact and, inciden- 
dentally, part of a general downward movement that 
has been taking place since 1946. 

Prospects are that the actual money flow to con- 
sumers will continue to increase this year, due to tax 
reductions and third round wage boosts, though 
probably not as much as during the last two years. 
The real question is whether continued price rises 
will swallow the income gain, as in the past. If they 
do, business sooner or later will be in for a jolt. If 
not, chances are good that overall production may 
be maintained near current high levels. 

The best guarantee for continued prosperity is of 
course a decline in prices, especially those of manu- 
factured goods. Durable goods output is presently 
holding up quite well, aided by such factors as de- 
fense spending and foreign relief requirements. 
Non-durables on the other hand are passing through 
their first postwar readjustment process with cut- 
backs and layoffs in some fields. But worst of all, 
costs are still climbing while demand is beginning 
to lag. Though still sailing along at a tre- 


Many businessmen—and even the Administra- 
tion, it seems—appear to have a mortal fear of de- 
flation because they think it spells recession. Such 
reasoning is of course highly fallacious. It’s just the 
other way round. Unless we do get lower prices, and 
fairly soon, the shrinkage in buying power of the 
consuming public may make a recession inevitable. 


Lower Prices and Recession Not Synonymous 


For proof that declining prices and recession need 
not be synonymous, we need only go back to the 
period of great prosperity in the Twenties when a 
slow decline in the general price level was accom- 
panied by a steadily rising production trend. True, 
prior to the prosperity phase, there was a sharp and 
swift shake-out in 1920-21, but subsequent recovery 
was not long in coming. What happened was that 
between 1920 and 1929, the wholesale price index 





mendous rate, demand may not be strong 
enough to take up all the slack created by 
the end of the inventory boom. ayo 


No Overproduction in Sight 220 


It is a situation that has revived talk of 
overproduction, or impending overproduc- 200 
tion. What actually is wrong is not over- 
production but overpricing. Fears of over- 
production are hardly justified in the light 180 
of existing wants and needs. Unsatisfied 
demand backlogs remain enormous and will 
continue to exist for future markets with 160 
lower prices. To mention but housing. There 
are some nine million families who want 
homes. Most of them cannot afford them at 
current prices but could afford them at 
somewhat lower levels. Many more millions 
want and need hundreds of things. If they 
can get them at the right price, they will 
buy. Today many cannot, and a good many 100 
simply won’t pay the high prices placed on 
current production. 
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declined from 154.4 to 95.3 while at the same time, 
the industrial production index rose from 75 to 110. 

By way of contrast, after World War II, the pro- 
duction index rose from a reconversion low of 159 
to a recent peak of 192, while the wholesale price 
index soared from a low of 105.2 in September 1945 
(prior to decontrol) to a January 1948 high of 165.6, 
and currently stands around 163.5. In other words, 
a 20% gain in industrial production was accompa- 
nied by an almost 60% rise in prices, whereas dur- 
ing the prosperity period of the Twenties, a price 
drop of 38% was accompanied by a production rise 
of some 47%! 


We Can Do It Again 


A repetition of the post-World War I record is 
wholly feasible, even probable, if demand is spurred 
by lower prices. Large demands exist, and so do the 
potentials for well sustained purchasing power and 
national income, but the two must be brought into 
proper relationship. Pricing consumers out of mar- 
kets cannot activate latent demand, it will destroy it. 
Lowering prices, on the other hand, will activate 
enormous buying power presently latent, and stretch 
purchasing power arising from current income en- 
abling it to absorb current production. While the 
latter is large, it still is not quite as large as many 
may think, nor fully adequate. 

Our postwar production record has been greatly 
obscured by price inflation. There was considerable 
progress but not nearly enough. On a per capita 
basis, American industry is now producing about 
one-third more manufactured consumer goods than 
in 1939. We have been producing more because (1) 
productivity increased by some 10%; (2) at least 
five million more people are employed in manufac- 
turing; and (3) the average worker is now working 
a full 40-hour week, three hours more than in 1939. 

Altogether, production of consumers’ goods, not 
including capital goods, increased some 70% since 
the 1935-39 period. Taking into account accumulated 
inventories, goods exported and a 12% population 
increase, however, the actual production gain is only 
about one-third. 1939 was not a particularly pros- 
perous year, thus a 33% production gain in what is 
regarded an unprecedented boom period is not par- 
ticularly an impressive showing. It certainly is not 
when measured against postwar demand backlogs 
and purchasing power in comparison with 1939. 

What’s more, the gain in terms of physical output 
has been constantly narrowing. Take 1947, when 














Trend of Disposable Personal Income 
{Seasonally Adjusted Annual Rates ,in $ Billions) 
First Half 
Current Dollars 1947 Dollars 
1946: First Quarter . : .. $150.9 $180.5 
Second Quarter : 153.8 181.2 
Third Quarter = = feta a! 160.4 173.4 
Fourth Quarter 0. «68.0 172.5 
1947: Fit' Ovaner 2... 16868 170.0 
Second Quarter _........ 170.1 169.1 
Third Quarter 0... 177.9 171.9 
Fourth Quarter —~—4GRy 172.8 
1948: First Quarter 85S 171.9 
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the gross national product amounted to some $230 
billion or 13% more than in 1946. (It is currently 
at an annual rate of $244 billion.) Indications are 
that physical production last year rose slightly less 
than 5%, with some important industries register- 
ing advances of as little as 214%. Everything beyond 
that, that is the difference between 13%, was pure 
price inflation. The gain in physical output in what 
was commonly considered a banner year was ex- 
ceedingly small. It is hoped that physical output of 
goods and services in 1948 will exceed that of 1947 
by 4% to 6%. 

Clearly what’s needed is more goods, not less. And 
if we want more, we must make them—and prices 
will take care of themselves. But we cannot get them 
by insisting on more dollars being stuffed into pro- 
duction workers’ pay envelopes. The answer is in- 
creased productivity, more and better tools, more 
modern machines, anything that will help produce 
more per hour. Then our money can buy more of the 
things we want, because there will be more to dis- 
tribute among us, at lower prices. At proper price 
levels, overproduction is still far, far away. Our pro- 
duction has been overpriced before, but never have 
we actually overproduced in the light of potential 
demands. It probably will never happen. 


The Squeeze on Consumers 


Today living costs have reached a new high. The 
decline in food prices that followed the temporary 
price break of farm commodities last February has 
been all but wiped out by new price advances. That 
segment of our vast consumer army that has not 
benefited from recurrent wage increases( and it is a 
substantial segment, quite apart from those who de- 
pend on fixed incomes), is being pinched ever more 
severely. In other words, we have reached a stage 
where the surest way of bringing on a recession is 
maintenance of current high prices, or allowing 
prices to rise still further. 

Together with rising wages, such a course leads 
either to continuance of the inflationary spiral with 
an economic bust at the end, or else to a chain re- 
action that will assure recession in spite of any 
“shots in the arm” or any other measures under- 
taken to stem deflation. “Shots in the arm” may 
have their place, under certain conditions. Unfor- 
tunately they seldom work promptly enough, or on a 
broad enough basis, to halt the forces now in the 
making. They ignore above all the cardinal fact that 
downward price adjustments are far more essential 
to maintain distribution and, ultimately, production. 

Recent experience in retail trade shows that if 
proper incentives are offered, consumer demand is 
excellent. Incentives, that is lower prices and better 
quality, are increasingly becoming the rule in soft 
goods lines where the cream is off postwar markets. 
The same is true of certain appliance fields where 
goods are harder to sell. Invariably, results reveal 
that a vast unsatisfied market awaits lower prices. 

Unfortunately, price slashes so far have occurred 
chiefly at the retail level, the wrong end of the dis- 
tribution line. All too few manufacturers have seen 
fit to cut prices, though many of them could afford 
it very well. But unless an early readjustment oc- 
curs, the market is likely to force it. 

Readjustment, without stabilization of labor costs, 
will be difficult. Such stabilization has not yet been 
achieved but progress has (Please turn to page 259) 
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By PHILLIP DOBBS 


wt onservative managements, in highly 
prosperous periods like the present, seldom permit the 
glamour of large earnings to obscure the possibility of 
“rainy days” in the offing. Evidence of this has been 
clear since the advent of lush war years, by the estab- 
lishment of suvstantial reserves from earnings as in- 
surance against numerous difficulties that might crop 
up. 

How importantly some of these retained profits 
served to offset postwar reconversion expenses on 
every front has become a matter of history. Now many 
a concern is again expanding reserves to fortify itself 
against a new crop of uncertainties, embracing every- 
thing from inadequate depreciation rates, high con- 
struction costs and inventory losses to a sizable array 
of general contingenicies. It seems interesting to study 
how the reserves of some companies have been utilized 
recently, or what might happen if they were called 
into play. 

In order to simplify a very complex subject, we will 
restrict our comments to considerations of inventory 
and general contingency reserves. At the outset it 
should be realized that flexible methods of account- 
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ing, as well as elastic managerial policies, often 
serve to confuse the shareholders’ understanding 
of how reserves have been created or of their 
eventual use. 

A company balance sheet might be said to con- 
sist of numerous pockets on both sides of the 
ledger, in and out of which figures frequently can 
be switched without affecting the two totals. 
While transfers of reserve funds from one pocket 
to another obviously cannot enlarge or diminish 
the true earnings of any company, the process 
often influences earnings as reported for better 
of for worse. Latterly reported per share net 
earnings were frequently smaller than they might 
have been, had they not been shaved to establish 
a cushion against possible future disappointments 
or losses. Looking ahead, if operations in a given 
year prove unsatisfactory, earnings still may ap- 
pear to remain stable if bolstered by bookkeeping 
adjustments of reserve accounts. 


Pros and Cons 


While the above mentioned distortions of earn- 
ing power have recently aroused criticism from 
important accounting organizations, and perhaps 

warrantably so, the use of special reserves to 
achieve outward stabilization of earnings in poor 
times has some elements of merit. It can be argued 
that abnormally high profits should be clearly re- 
vealed in a single account and such portions re- 
tained in the business be allotted to capital and 
surplus rather than spread over a number of re- 
serve accounts. From the viewpoint of management, 
however, and aside from often alleged desires to 
hide true earnings, the creation of reserves for 
definitely stated purposes is a justified practice. 

The rub comes in cases where the reserves estab- 
lished have been needlessly large or where the funds 
thus earmarked have been diverted into channels 
not originally designated. In theory at least, funds 
set aside for a special purpose or for emergencies 
should be represented by cash or securities. Other- 
wise, if the need for them should arise, they might 
not be available if invested in physical property, or 
they might be impaired if invested in volatile in- 
ventories. 

In actual practice it will be found that reserve 
funds frequently are considered as supplements to 
general working capital and rather freely used ac- 
cordingly. This results from a natural desire of 
management to keep resources productive, and 
where an impregnable financial status exists, it 
appears to be entirely rational. But where such 
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policies might prove unwise, it may happen that 
a seemingly comfortable relationship of current 
assets to current liabilities will be adversely affected 
if reserve funds were to be applied as originally 
planned. Under such circumstances the reserve 
funds might lose much of their meaning, and the 
problems they were supposed to meet would remain 
unsolved in varying degree. 


Need for Careful Appraisel 


During the inflationary period through which 
the économy has been passing since VJ-Day, secur- 
ity analysts have been continually alert in pointing 
out the influence of non-recurring profits, especially 
in the realm of inventory values, in boosting net 
earnings. In times of declining prices, when inven- 
tory losses are incurred, investors should take 
similar care in appraising net earnings as reported 
where these have been supported by adjustments of 
reserve accounts, if they desire a true picture of 
operating results in comparing one concern with 
another. 

Company policies vary so drastically as to the 
utilization of reserves, even from year to year, that 
only by a clear analysis of their accounting prac- 
tices can operating results be properly weighed. 
During former years, numerous concerns have cov- 
ered inventory losses by adjustments to reserves 
over several following years. Then again, in more 
than one case, even where substantial inventory 
reserves had been set up, losses have been charged 
directly against current earnings, possibly because 
the reserve funds had been siphoned off in other 
directions. 

As for contingency reserves, an item so often 
appearing in company balance sheets,these are so 


broad in interpretation as to mean almost anything 
in the way of unforeseen emergencies, or those in- 
capable of estimations. Unless reserves of this 
definition are considered a hallmark of conservatism 
or set up with definite contingencies in mind, there 
seems to be little excuse for their existence, except 
as a device with which to trim reported net earnings. 
Many strong concerns quite validly consider their 
surplus accounts as an overall contingency reserve 
that could be tapped for any emergency that might 
arise, provided always that adequate net liquid 
assets are on hand. It is this sound philosophy that 
the American Institute of Accounts is endeavoring 
to foster on a broad scale, and they advocate the 
inclusion of inventory reserves in this pattern. 
Some companies go along with that idea. Only re- 
cently, Link Belt Company shifted its accounting 
practices along these lines by transfer of special 
reserves to surplus and it is probable that others 
will follow the example. 


By Way of Illustration 


To illustrate the varying significance of reserve 
accounts in studying different company balance 
sheets, we append a table with statistics covering 
20 sound concerns in a number of industries. Shown 
are inventory and/or contingency reserves of each 
unit, their quick liquid assets (cash and securities), 
working capital and current ratios. In examining 
these tables it is interesting to note the wide diver- 
gence in the relationship. of the reserves to quick 
liquid assets, although in some cases, not too much 
significance should be accorded to this factor. In 
every instance shown, the current ratio is quite 
satisfactory, and the managements of all the con- 
cerns are of outstanding experience and reputation. 

The factual evidence in some cases 
does not show, however, the flexible 





































































































, ; ae : use of reserve funds for general pur- 
Reserves and Working Capital Positions of Selected Companies* poses apparently, thus tending to 
lessen their basic import. In other in- 
rs GS omen iis stances on the table, any such com- 
; i a ota e . 

and/or Liquid Current Cusrent Working Current _ would be clearly out of order, 
Inventory Assetst Assets Liabilities Capital Ratio or their position as regards liquidity 
in $ million would not be much impaired even if 
Abbott Laboratories $2.7 $15.2 $44.1 $13.1 $31.0 3.4 naps pwn 3 pied 
American Viscose ............ 42.0 67.3 110.8 41.3 69.5 a7 uick einai see _ t — a 
American Woolen ........... 4.0 11.3 88.5 29.0 59.5 3.0 nica ae siain = leg Soetete 
A 21.5 I. . : : ; : : 7 
Sm : te A ee ae E4 ably special reserve funds are rated 
olgate-Palmolive-Peet 7.2 20.7 68.5 14.9 53.6 4.6 as current assets although their cor 
Cudahy Packing... , . ; . . 
= bie 5.6 34 674 wid 40.4 25 responding reserve accounts are not 

ndicott-Johnson = «18.7 11.5 58.8 16.6 42.2 3.5 listed among current liabilities 
Firestone Tire & Rubber... 26.9 25.0 225.5 79.9 145.6 2.8 Based on the points raised in our 
Sieden Co. eae 2.5 5.8 47.1 15.2 31.9 3.1 discussion, let’s take a look at Mont- 
oodyear Tire & Rubber... 25.9 78.4 291.4 48.4 243.0 6.0 gomery Ward & Co According to 
Goodrich, B. eee 24.5 165.7 35.0 130.7 4.7 latest available figures, this concern 
Johns-Manville 0. 9.1 8.6 42.2 15.2 27.0 2.8 had established from current earn- 
Marshall Field 0. 7.3 8.7 58.9 26.0 32.9 2.3 ings a reserve of $26 million against 
Montgomery Ward ........... 26.0 51.1 472.5 105.9 366.6 4.5 future declines in inventory values 
National Biscuit 8.46.9 96.8 28.8 68.0 3.4 and its books showed $51.1 million of 
a) 9.0 7.2 36.9 5.5 31.4 6.7 cash and securities on hand. The mat- 
Spencer Kellogg ........ tee 5.3 15.1 40.8 15.7 25.1 2.6 ter to consider is that if current as- 
Wilson & Co. «8D 9 ~~ 90.7~—~=«B.A 626 32 || ratio would be narrowed only to 
t—Represented by cash and marketable securities holdings. 4.2% compared with 4.5% otherwise. 
a—Also includes reserve for insurance. In similar fashion, $15.2 million 
*—As per latest available balance sheets. quick assets of Abbott Laboratories 
include (Please turn to page 255) 
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Another Break in 








“7 he sharp break in commodity prices last 
February — confined for the most part to farm 
products and related commodities—frightened busi- 
ness men to no end at the time, it will be remem- 
bered, but has been all but forgotten by now. This 
is not too surprising since the general opinion is 
that whatever significance the declines may have 
had at the time has been cancelled out by ECA and 
increased defense expenditures. 

When prices toppled earlier this year, the general 
view was that the end of the post-war inflation had 
come and that deflation was under way; close 
students of commodity price movements, on the 
other hand, interpreted the breaks only as a warn- 
ing signal and believed that the general price struc- 
ture might harden further before any permanent 
declines were likely. 

So much for background. It appears fairly certain 
that the impetus furnished to durable goods produc- 
tion by larger defense expenditures rules out the 
possibility of any price easiness in the durable ma- 
terials for some time to come, unless the demand 
for civilian durable goods declines more than enough 
to offset the influence of defense spending, concen- 
trated in durables. Considering the fact that pro- 
duction of durable goods—as measured by the Fed- 
eral Reserve Board index—currently and for many 
months has been running 120 to 125 percent higher 
than pre-war (1935- 1939 average), this possibility 
cannot be ignored entirely although it seems to be 
rather improbable. Particularly if appropriations 
for defense are stepped up beyond present con- 
siderations. 


What About Farm Products? 
But what of farm products, which include not 


only food and foodstuffs but raw materials such as 
cotton, wool, and tobacco for non-durable goods 
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manufactures? And, 
in considering non- 
durable goods, we 
should recognize 
grains for brewing 
and distilling, cattle 
and hogs for the 
meat packing indus- 
try (and the byprod- 
uct hides and skins 
for leather), milk for dairy products manufacture, 
fruits and vegetables for canning and other proc- 
essing, and fats and oils for use in shortening, 
margarine, and technical products. The raw mate- 
rials for the great bulk of non-durable goods indus- 
tries are farm products or derivations of farm 
products. 





Few ECA Benefits for Non-Durables 


Present indications are that the non-durable 
goods industries will benefit very little from ECA 
and increased defense expenditures. Comparatively 
speaking, the appropriations for defense are lim- 
ited, and military spending will be concentrated on 
planes and other items of a strictly recognizable 
military nature. Non-durable goods do not fit into 
this category to any appreciable extent. 

The non-durable goods industries at present are 
one of the vulnerable spots in our economic struc- 
ture. The post-war inventory boom is over for them. 
Although retail business in non-durables has been 
slipping for some time, production has continued 
high and stocks have begun to pile up. The price 
inflation in the raw materials for this section of our 
economy has been great. For the week ending May 
15, the Bureau of Labor Statistics index of whole- 
sale prices for all commodity groups was 163.5 
(average 1926 equals 100), while the index of farm 
products prices was 187.9. Price strength recently 
has been pronounced, for example in cotton, hides, 
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and wool at the very same time that retail distribu- 
tion of cotton articles, shoes, and men’s wool suits 
—produced from these same materials—has been 
contracting owing to stiff consumer resistance to 
high prices and to considerable diversion of con- 
sumer spending to durables and semi-durables as a 
result of the war scare. 


Processors Caught in Cross-Fire 


Processors now are caught in a cross-fire, with 
raw material (and labor) costs still moving upward 
and with finished goods prices under great pressure 
from distributors anxious to maintain volume by 
reducing prices. The outstanding example of this is 
cotton textiles. This is significant, since the cotton 
textile market long has been considered by many as 
an indicator. Recently, raw cotton prices have ad- 
vanced to the highest levels since the peak of the 
post-World War I inflation in 1920. At the same 
time, cotton textile prices have declined under pres- 
sure from buyers in slow markets. The premiums 
on spot goods over forward contracts—that were 
almost fantastic just a few months ago—have en- 
tirely disappeared on some lines and all but disap- 
peared on others. Consequently, there is little or no 
advantage to be gained by buying ahead and buyers 
increasingly are adopting hand-to-mouth purchasing 
policies. Textile manufacturers, with order lists 
running low and with no desire to accumulate large 
inventories of high-cost goods that they fear will be 
salable only at substantial losses, have no alterna- 
tive except to curtail production. 

What is happening in cotton textiles is happening 
in a number of other non-durable industries that 
process farm products. Production, which since the 
end of the war has been rolling along at an ex- 
tremely high rate well above the actual level of 
ultimate consumption, appears likely within the 
next few months to decline rather rapidly towards 
the ultimate consumption level. Some slight decline 
has occurred during the past few months in the 
Federal Reserve Board index of production of non- 
durable manufactures, but it is still at about 175 
percent of the 1935-39 average. A level of no higher 
than 140 appears to be warranted after allowance 
for the population increase since pre-war and after 
substantial allowance for the improved standard of 
living; it may well be that production will decline to 
or even below 140 during the process of adjustment, 
barring introduction of new strengthening factors 
not now foreseen. 


Divergent Market Action 


The seemingly paradoxical recent strength in 
prices of farm products in the face of declining de- 
mand for the goods processed thereform has been 
due in large measure to the fact we now are feeling 
the extreme pinch of short supplies as a result of 
the small 1947 corn crop, the comparatively small 
1947 crops of cotton and cottonseed, and heavy 
drains upon domestic grain supplies owing to 
drought-reduced 1947 European grain crops. The 
strike of CIO packing house workers, recently 
ended, has been an important factor in the strength 
of meat prices in the face of a downtrend in per 
capita meat consumption. Until just recently, there 
has been considerable speculative activity in the 
commodity futures markets based on the inflation- 
ary implications of ECA and larger defense ex- 
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penditures, but the upswings in securities have in- 
duced many speculators to foresake the commodity 
markets. 

The outlook for 1948 crops is generally favorable, 
not only in the United States but in the rest of the 
world. As yet, however, farm products prices have 
not reflected the improved crop prospects; they still 
are under the influence of tight end-season hold- 
overs from the 1947 crops. It requires no particular 
talent to recognize that, with demand declining and 
with larger crops coming up, prices of farm prod- 
ucts are extremely vulnerable. Interestingly enough, 
however, prices have registered little or no reaction 
in response to an early May statement of Secretary 
of Agriculture Anderson that farm products prices 
probably would decline about one-third during the 
next few years even under favorable conditions. 

The 1948 winter wheat crop will be smaller than 
the 1947 crop. With average yields on the acreage 
planted to spring wheat, the combined winter and 
spring wheat crops will total 1,117 million bushels. 
This crop, if realized, will be the third largest in 
history and exceeded only by the 1947 production 
of 1,365 million bushels and the 1946 production of 
1,153 million bushels. Domestic requirements for 
food, feed, and seed are approximately 750 million 
bushels. Exports, including those under ECA, are 
estimated at approximately 300 million bushels. Ap- 
parently, production will exceed domestic consump- 
tion and exports by a comfortable margin. 


Good European Crop Outlook 


Whereas European grain crops were hard hit last 
year by an unusually cold winter and dry spring, 
crops are in good condition all over Europe this 
year. Winter losses were relatively light, and con- 
ditions generally have favored spring plantings. 
Although still considerably below pre-war, the 1948 
European harvest of bread grains is expected to be 
much larger than in 1947 and probably larger than 
in 1946. Russian acreage and crop reports are fav- 
orable, and Russia may become a more important 
source of supply of grains for Western Europe. As 
production returns to normal, Europe will become 
increasingly less dependent upon the United States 
as a source of grains. The Bureau of Agricultural 
Economics, in recognition of the altered status of 
the wheat situation, recently stated that wheat 
prices probably will decline below the government 
loan level during the harvest season. 

In corn, a complete turnabout is in prospect. 
Average yields per acre on the indicated planted 
acreage would result in a 1948 crop of 3.0 billion 
bushels as against the drought-stricken 1947 crop of 
only 2.4 billion bushels. The market for corn is 
almost entirely domestic; very little is exported. 
The short crop last year boosted the price of corn 
tremendously. Since the bulk of the corn crop is fed 
to animals, this raised the prices of beef cattle, dairy 
products, hogs, and poultry and eggs. Feeding ratios 
became so unfavorable that considerable liquidation 
of livestock resulted. This means that there will be 
fewer mouths to feed from the 1948 crop and that 
the demand for corn consequently will be compara- 
tively small. 

Even though livestock numbers have been re- 
duced, prices of meats, dairy products, poultry, and 
eggs are likely to follow the trend of corn prices 
downward. Before the strike of CIO packing house 
workers, which caused a shortage in meats and a 
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substantial runup in prices, meat prices were 
declining under consumer pressure even 
though slaughter and meat production were 
less than a year earlier. Apparently, meat 
consumption is reverting to pre-war levels. 
The Department of Agriculture estimates 
that per capita 1948 meat consumption will 
average 143 to 146 pounds as against 154 
pounds in 1947 and the 1937-41 average of 
134 pounds. Supplies will be smaller in the 
second half of 1948 than in the first half, 
but they still will be above pre-war availa- 
bility. 

No official data will be available on 1948 
cotton plantings for another month, but 
trade estimates of the acreage range from 
10 to 15 percent increase. The 1947 average 
yield per acre of 267.2 pounds reflected com- 
paratively heavy drought damage in the 
western part of the cotton belt and heavy 
weevil damage in the eastern part. The ex- 
tremely cold weather in the South this past 
winter caused heavy mortality among hiber- 
nating weevils, and the emergence this 
spring will be small. This and new, more 
effective insect poisons indicate that 1948 
will be a year of light weevil damage. With 
average weather, the 1948 crop promises to 
be approximately 13.5 million bales and it 
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may be considerably larger if weather con- 
ditions continue favorable. The 1947 crop was 11.9 
million bales. Under ECA, exports of 2.5 million 
bales are scheduled for the new season beginning 
August 1; other exports, principally to Canada and 
the Orient, are unlikely to raise the season total 
above 3.5 million bales. Domestic consumption of 
American cotton this season will be barely 9 million 
. bales, and consumption next season may be no 
larger than 8 million. Obviously, a 1948 crop of 
13.5 million bales would be well in excess of re- 
quirements for domestic consumption and exports, 
making for lower raw cotton prices. 


Outlook for Cottonseed Oil 


The 1948 cottonseed crop, source of cottonseed oil 
for use in shortening, margarine, mayonnaise, etc., 
will be increased in about the same ratio as the 
cotton crop. Production of soybeans in 1948 is ex- 
pected to be about the same as in 1947, if weather 
conditions are average. The prospective increase in 
cottonseed oil should more than offset smaller lard 
production. The overall supply of fats and oils prom- 
ises to be ample. European demands via ECA may 
be larger than this season, but oil seed production 
is picking up all over the world and Europe will be 
directed principally to sources outside the United 
States. 

Shorn wool production of 240 million pounds in 
1948 will be the smallest since 1924. Overall stocks 
of wool are large but fine wools are scarce, and 
prices of fine wools are very high both here and 
abroad. With consumer resistance to wool clothing 
prices already resulting in a retail sales slowdown, 
recent sharp advances in fine wool prices cannot be 
passed along without causing further contraction in 
clothing sales. But, with medium wools selling at 
unusually wide, discounts under fine wools, manu- 
facturers are likely to turn increasingly to medium 
wools. Any such pronounced shift would break the 
back of fine wool prices. 
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How does this all add up? Obviously, we have a 
situation in farm products where prices have outrun 
demand and where generous supplies for the most 
part are in the offing. The strength in farm prod- 
ucts prices—based on 1947 crops and conditions sur- 
rounding 1947 crops—cannot continue much longer. 
Last February, following a period of price strength 
during which processors had increasingly backed 
away from the markets, prices reacted violently. 
But prices did not stay down. Business upon proc- 
essors’ book still was fairly good, and they could 
not defer purchasing indefinitely. Now, business is 
less pressing, and processors can sit back and wait 
for new crop supplies to become available. The 
situation appears to be made to order for a first- 
class break in farm products prices in the near 
future. Recent strength in prices has been so eco- 
nomically unsound that a violent reaction is over- 
due. And this time, when prices decline, they are 
likely to continue to move downward for some time 
thereafter. 


How Far Could Prices Decline? 


How far could farm products prices decline be- 
fore they met support from government support 
programs? Most of the major support programs 
are at 90 percent of “parity” (9214 percent for cot- 
ton). As of April 15, and most farm products prices 
are higher now than then, prices of all farm prod- 
ucts as computed by the Department of Agriculture 
were 117 percent of parity. Wheat was 104%, corn 
137%, cotton 110%, soybeans 152%, potatoes 113%, 
hogs 114%, beef cattle 162%, veal calves 143%, 
lambs 145%, butterfat 131%, and milk 125%. 
Chickens were 99%, and eggs 95%. Fruits, particu- 
larly citrus fruits, pulled the average down: grape- 
fruit were only 7 percent of parity! Substantial 
declines could occur in most of the major farm prod- 
ucts before they reached government support levels. 
In this connection, it (Please turn to page 254) 
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INCENTIVE to broadening of the federal social secur- 
ity program is the increase in union demands for 
health and welfare benefits. As the private systems 
expand the inequities of the situation increase: 





WASHINGTON SEES: 


Now that the fight for a 70-group air force has 
been won, thought is turning to the impact of the 
huge program upon the national economy—on 
ultimate costs, inflation, whether it will slow the 
return of full supply of goods now scarce, and 
on taxes. 


Several factors will cushion the load. First, is the 
fact that the President has been given power to 
regulate the financial spigot. He can turn it to 
full flow, slow it, halt it completely if circum- 
stances indicate a smaller force will suffice. 


Important from a fiscal viewpoint, if potentially 
dangerous from the standpoint of national de- 
fense, is the fact that so huge a program will be 
slow in getting underway—won't really hit its 
stride for about two years. And it has been esti- 
mated by the experts that its peak cost will not 
exceed two per cent of the national income, and 
that only over a period of a few years. 


There is the possibility that the air power ob- 
jectives may tax the general production potential, 
not because of the drain it will of itself impose, 
but because it adds more calls upon production 
to those already being made by other defense 
and aid measures. Steel and aluminum are the 
materials which most readily come to mind. It 
has been officially estimated that all the steel 
needed for one year can be produced in 3 hours, 
36 minutes; all the aluminum for one year in 20 
days. But that envisions uninterrupted output in 
the entire existing plant! 


Taxes will look in only one direction: up. 
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| By E. K. T. 


there is no provision for scaling down employer and 
employee contributions to the larger fund to offset 
donations to the private coffers. And, of course, the 
doubling of costs hits the employers hardest—in 
some instances they pay the entire amount for the 
company systems, as well as match the employees 
contribution to the public one. U. S. Steel Corpora- 
tion workers are latest to make demands—equival- 
ent to nine cents an hour pay raise. 


REP. LEO ALLEN of Illinois, chairman of the house 
rules committee is the “villain in the play” to many 
groups which would like to have their pet legisla- 
tion brought onto the stage of debate. He has been 


charged with exercising his great committee power © 


to hold back the oleo bill (taken away from his 
committee eventually), delaying until too late for 
action, the World Health Bill, holding up the armed 
services recruitment measures. Actually, Allen is 
not a GOP leader at all; he’s a follower. He is im- 
mune to criticism; comes from a solidly republican 
district; willingly follows orders. 


OVERLOOKED by the political analysts who have 
been concentrating on Stassen, Dewey and Taft 
was the fact that one of the most prominent dark 
horse aspirants to the GOP Presidential nomination 
all but eliminated himself in his first test of 
strength. Gov. Warren of California, was thorough- 
ly trounced in Nebraska. It was his “backyard” as 
much as it was Stassen’s. Warren’s chief appeal 
was his liberal viewpoint. But Nebraska, seat of 
George Norris’ liberalism, rated him last on the 
list. Now there’s a powerful move in California to 
tag him strictly a “favorite son” candidate; give 
him delegate votes on the first ballot only. 


GUARANTEED WAGE plans have shown a new spurt 
of activity and they have the U. S. Chamber of 
Commerce worried. So much so, that a special study 
has been made and the membership—which em- 
braces most of the employing corporations likely 
ever to come within such a program—has been ad- 
vised to move slowly. It’s no panacea. Labor union’s 
demands, acceded to in some instances, have occa- 
sioned concern. But it’s “tacit government support” 
that causes the real worry. 
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The republican leadership on Capitol Hill has 
been driven to the use of a term it abhors -- "must legis- 
iation." The GOP used it with telling effect, at times, 
to put over the idea that FDR had taken over control of 
congress, setting himself up as a super-rules committee 
to decide what bills would be taken up, and in what order. 
Now, with party control reversed in the law-making body 
and with the national political conventions just around 
the corner, the republican high command has been forced 
to do some scheduling on its own if the decks are to be 
cleared in time 























Past experience with similar legislation as 
that which waits on the calendar, just about knocks the 
pianned June 19 adjournment date out of any hope of 
attainment. Thai, puts it up to the Republican Policy 
Committee to take the responsibility of picking and choosing, of deciding for all 

















Capitol, and which will gather summer dust. There will be pet projects shelves and 
there will be vigorously expressed hard feelings on sponsors’ part. 











ing tests on the floor will be made through setting up of a secondary list. The idea 
is that these will be reached in order when the "musts" are out of the way. Few expect 
they will come to the debate stage. The prospect of controversy, or filibuster, will 
be enough to keep a4 project off either list -- and many fall into such categories. 


























senator Taft, who holds the most pow2r, is being urged to drop revision 
of the Atomic Energy Act. Purpose of the amendment is to force David Lilienthal out 











of a new five-year term as chairman of the commission administering the law, 
persuade the President to withdraw the nomination, or, if he refuses -- as he will -- 














to hold Lilienthal to a two-year term. Taft probably would like to comply but it's 
too late. Commitments have been made by many republican chieftans to block 
Lilienthal, or at least slow him down. 


Indication today is that the heavy republican guns will be rolled into 
position for that fight and that the amendment will pass. Awaiting it will be a 
Presidential veto. Since substantial support will be given the republicans by 
southern democrats, there is doubt whether such a veto would be sustained. If it is 
not, Mr. Truman will give Chairman LilienthaJ a recess appointment. But that will 
hold only until the republicans can take another crack at the AEC head early in 1949. 





























if the anti-lynching bill is put forward as a "must," congress members 
will begin trekking homeward to get an early start on their own campaigns. 
Filibuster is a certainty. The Policy Committee talks optimism, but actually can't 
count enough heads as of today to bring on « cloture and the talk-to-death program 




















With huge amount of work yet to be done on the essential appropriation 
bills which must be out of the way by June 50 if federal agencies are to have money 
to operate with, that circumstance alone dims June 19 adjournment chances. Result 
is growing agitation to keep congress in session through the summer months, with 
brief recesses for the two major party national conventions. 

















The politicians wring their hands ut that prospect. Two reasons exist: 
1. Not enough time would be left for active campaigning. 2. Candidates seeking 
re-election would seize the forum here for longwinded political speeches which are 
certain to embarrass the national nominees by committing them on wide fields of subjects. 
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Alabama democrats are finding themselves "on the spot" and they don't like 











it. First state to be called in the national convention vote they want to register 











firm assurances from other state delegations before acting. And, outspoken as many 
southern leaders from other states are, they are shying away from the issue as the 
real showdown nears. 


Alabamans know that they must make heavy inroads into Trunman support 
north of the Mason-Dixon Line or they are doomed to disappointment insofar as the 
nomination is concerned. Their state has only 26 convention votes; the Solid South 
has only 266. And that is a far cry from control in a party which will cast 1,094 
delegate votes. So, Alabama is asking for an immediate show of hands -- and if it is 
not forthcoming right away, the state will give a complimentary vote to Senator ' 
Walter George of Georgia, let the other constituencies take it from there. 
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not the unions. Several Cabinet members are provoked at the high salaries the 

Economic Cooperation Administration is authorized to pay its executive personnel. 
Key men are being attracted away from the old-line bureaus and they are yelling to . ; 
congress for relief before it is too late. Congress, so far, is paying no attention. ee 














Congressional hearings have been getting underway on continuing existing ae 
wartime controls providing for allocations and export priorities. The authority was i. 
extended this spring for 90 days, is due to expire May 31. An interim continuation ” 
resolution is in prospect, after which the GOP "legislative lay-away plan" is “a 
likely to be invoked. Under that systea, life of the controls would be extended i 
until about March of next year, subject to further action then. It is just another 
illustration of the complete confidence the republicans have that the White House 
as well as Capitol Hill will be in the control of their party come 1949. 


























Agriculture is about to have its long-awaited inning on Capitol Hill. 
Major farm legislation now appears assured, but it will come along practiced lines, 
introduce no innovations. Price supports and aid to soil conservation will be the 
core. There will be nothing to upset the bread-basket area in an election year. 
































National Security Resources Board won’t become the new war production 
board, after all. President Truman has vetoed the idea, has cut NSRB down to its 
original scope. The board had proposed 2 seven-point program to the President and 
recommended that it be given all the powers of administration on an if-and-when 
needed basis. Rationing of consumer goods was involved; so were price freeze, wage 
and material controls. It was a comprehensive program passing up very few of the 
points of regulatory contact which existed during the war. 
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NSRB was whittled down -- strangely, in view of performances of the past 
several years -- by old-line agencies. The Department of Commerce, more influential 








in government today than at any time since it was operated by Herbert Hoover, said 
the security resources board not only was growing too rapidly, but also becoming 
too ambitious. Secretary Averell Harriman recommended to the President that brakes 
be aplied, and the Bureau of Budget seconded the motion. 














There's been a discernible lessening of enthusiasm, anyway, for sweeping ; , 
controls, a sharp drop from the high pressure generated by the President in his talk | 
to the editors' convention here. Even the the very-very cautious Council of , 
Economic Advisers (to the President) is beginning to take things easy once more. 1 
Chairman of the group, Edwin C. Nourse, says "prospects of an arrest of inflation 
are a little brighter." And the Administration, having accepted the findings of the 
Council as gospel in the past, can hardly reject them in this instance. 
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wi he economic integration of Western 
Europe will be a difficult and slow process. It will 
require a complete re-ordering of most of the West- 
ern European economies. To expect this to be ac- 
complished within a few years’ time is to invite 
disillusionment, as we have pointed out in every 
comment on the subject. 

Probably the most difficult problem concerns the 
future relationship of Great Britain, on one hand to 
the Western European Association of Nations, and 
on the other, to the British Commonwealth of Na- 
tions. Can Britain be a member of both? Are British 
resources sufficient to discharge Britain’s obligations 
to the European Recovery Program and at the same 
time to permit her to retain her position as the eco- 


nomic and the financial center of the Empire? Here 
is a real dilemma of which we shall probably hear 
more in the future. 

For some time now, Great Britain has been under 
pressure. Her neighbors argue that if inter-Europ- 
ean self-help, as urged by Secretary of State Mar- 
shall, is to mean anything, the British contributions 


to Western European rehabilitation should be 
stepped-up, and in granting credits, or in exporting 
goods, the first consideration should be given to 
them. In Washington, too, in circles that are appar- 
ently close to the State Department, it is felt that if 
not for economic reasons, then for reasons of mili- 
tary security, more British resources should be di- 
verted to the common effort in reconstructing 
Western Europe. 

What, in fact, is being feared is that the dollars 
intended to enable Great Britain to re-order her 
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economy will be used for something entirely differ- 
ent, such as the repayment of British wartime obli- 
gations. To prevent this from happening, a funda- 
mental revision of the working of the sterling area 
system—if not its dissolution—is being asked. In 
commenting on this problem, the New York Times 
correspondent in Geneva, Mr. Michael L. Hoffman, 
wrote, perhaps a little too harshly, in a dispatch 
dated March 18, 1948: “A growing body of opinion 
in the State Department and in Continental Govern- 
ments sees the British struggle to defend the pound 
sterling as the greatest menace, outside of commun- 
ism itself, to the success of the European Recovery 
Program”’, 


Sterling Area and the Dollar Pool 


To begin with, there have never been any objec- 
tions to the sterling area system or bloc as it existed 
prior to the Second World War. At that time, the 
sterling area was wholly informal and voluntary. 
The countries that adhered to it merely pegged their 
currencies to the pound sterling at exchange parities 
to suit themselves, and they used London’s banking 
facilities as the most convenient clearing center 
for their international payments. Rather, the Amer- 
ican objections seem to refer to the sterling area 
system as it evolved during the war, when the mem- 
bers, although still voluntarily adhering to it, began 
to pool their common foreign exchange resources— 
of which the U. S. dollar was the most important; 
hence, the Sterling Area Dollar Pool. In spending 
these limited resources, the members were guided 
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Crown Colonies, Mandates, etc. 1945 1946 1948 
NT, ee eee 2 ee 95 
West Africa Ban a 115 
Other British Africa ec Sores = at 45 
Palestine and Transjordan. nee 116 ore 90 
WOO ee 135 
Ceylon... pe cee 22 Sb 55 
West Indies, Trinidad, Bermuda... 56 75 
Hongkon@ ocup age Ps 40 
Other colonies . eee 87 100 

Bey) ho 750 

Other Countries of the Sterling Bloc 
Australia ............. ey . 448 180 140 
New Zealand .... esc oe 91 70 
oY Si ent, ene onen mes ~ ete eee |) 191 180 
Bereta een ete oe te 100 40 
India and Pakistan...... ; oS 1,300 1,100 
South Africa ........... de done Weems 23 80 
SRN St in 10 5 

1,598 1,895 1,615 

Latin America 
Ln” De Ee = 986 150 150 
OS | eee ih ieee Nee ree ND 56 50 
Uruguay ...... : eos ese, SA 31 15 
Other Latin America....... 5 5 10 

142 242 225 

Europe 
Finland ............. pices Nl n.a. 10 
RE Dee DAE TEETER pol kaa Se | nee 
Pane Yoo ee, ae Sees as ee 70 75 
RR ae 2 8s 2 RE ee oe 25 25 
RNR Rh tl oo Be 8a ee es 
PREM 5 ee el 37 25 25 
SL ee ees eee eee 13 15 
Denmark es en, S| 2 5 Pee. 
Sweden dhs STO 1 40 25 
es Ee ee ee S| f 15 
Czechoslovakia sane 
| eee aes Se ee OEE. . f n.a, 30 

412 253 220 

All other 
Burma .... —— 10 
Turkey 10 owt 15 
Egypt and Sudan 400 £70 330 
Persia ....... 22 22 20 
Siam ........ 13 5 
China te 15 
Other Asia , is Bs a, 5 

505 492 400 
Total, approximate oc cccwnenenenenee By293 3,500 3,210 
Sources: London Economist, Feb. |, 1947, and others. 
| n.a.—Not Available. 
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by the advice of the Bank of England and of the 
British Treasury. ; 


In essence, this is how the sterling area continues 


to operate to this day, except that the member 
countries are no longer guided by the Bank of Eng- 
land and the British Treasury—which now only 
“suggests” as to what they will or will not buy from 
the countries outside the sterling area. Although 
the Dollar Pool was to cease functioning once the 
International Monetary Fund started operations, it 
still continues in existence and its members are still 
liable to surrender of their foreign exchange earn- 
ings. However, with the exceptions of a few mem- 
bers, such as Malaya, they have actually withdrawn 
more than they have contributed during the last 
two-year period. 


Sterling Balances and Trade Discrimination 


The sterling area is no static system. The coun- 
tries join and leave. Egypt left a few months ago, 
On the other hand, Burma has remained a member, 
although it left the British Empire early this year. 
Palestine was dropped about two months ago be- 
cause of the confusion in its currency control. Also, 
strains are beginning to develop within the area. 
Originally there were no restrictions on spending or 
on transfer of funds from one sterling area country 
to another. But India, South Africa, and Australia 
now exercise control over the movement of capital. 
This puts:them in a position midway between the 
sterling area and the outside. 

Exerting a considerable pull in keeping the sterl- 
ing area together is the existence of huge wartime 
accumulated sterling balances. Yet some of the most 
important holders of sterling balances, such as Ar- 
gentina, Egypt, and Palestine, are now outside the 
sterling area. At their peak, sterling balances were 
estimated at about £3,500 million ($14,000 mil- 
lion). Since then, they have declined by about £300 
million to £3,200 million. As will be seen from the 
accompanying table, about two-thirds of these bal- 
ances are held by the sterling area countries. 

However, not all these balances represent a claim 
on British exports in the foreseeable future. At 
least £1,000 million represent currency reserves 
which various sterling area countries (and Argen- 
tina and Egypt) keep in London, and about £500 
million could be used in the repayment of sterling 
bond indebtedness. In other words, the British will 
have to repay about £1,500 million (or $6 billion) 
of the total outstanding balances. 


Limitations on Sterling Spending 


While the currently-earned sterling can be spent 
freely for British goods, certain limitations have 
been imposed on the spending of wartime accumu- 
lated balances by agreement or by unilateral action. 
It is estimated that the balances which are com- 
pletely blocked for any use whatsoever, now amount 
to over :£1,500 million. 

In the United States the attitude toward the 
treatment of sterling balances has been divided. 
Some people advocate that since they represent 
chiefly war debts, these balances should be can- 
celled and forgotten like the lend-lease obligations. 
Some of these balances were, in fact, scaled down, 
but politically it will be impossible to do anything 
about them in the future. To others, sterling bal- 
ances represent purchasing power of tremendous 
importance for such under-developed countries as 
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India and Egypt. The fact remains that as long as 
the balances are unfunded or unpaid, Great Britain 
has a convenient excuse for maintaining an elabor- 
ate currency control and for keeping the sterling 
area together in the present form. 


American Business Disapproves 


American businessmen seem to be even more dis- 
approving. They see in the existence of the sterling 
area and of sterling balances a weapon of trade dis- 
crimination that could be used to keep American 
goods out of sterling area countries. For this rea- 
son the negotiators of the Anglo-American Finan- 
cial Agreement insisted that unblocked sterling bal- 
ances were to be made available in a form that 
would permit them to be spent anywhere, including 
the dollar trade area. But at the same time our 
negotiators insisted on a clause that the $3,750 mil- 
lion credit must not be used under any circum- 
stances for the repayment of Britain’s creditors. 

Britain’s situation has been difficult. There were 
two clauses of the Financial Agreement to be ful- 
filled. Britain’s own production was insufficient to 
satisfy even home demand. The sterling area coun- 
tries were clamoring for industrial equipment. Since 
she could not provide it herself, sufficient dollars 
had to be given to countries such as Egypt and 
India to buy it here. And Great Britain has been 
quite generous in allocating dollars. At the same 
time India faced famine last year. That meant not 
only additional dollars to be provided for the pur- 
chases of food from the Western Hemisphere, but 
also pound sterling for the purchases of food from 
the sterling area. 

Under the circumstances, the British were prob- 
ably forced to throw some dollars obtained from 
American loans into the common Sterling Area Dol- 
lar Pool and then to let their sterling creditors draw 
against them. At least this is the most plausible ex- 
planation of Britain’s financing the $600 million 





dollar deficit of the sterling area countries in 1946 
and 1947, and of the repayment of $900 million of 
sterling area balances in the same years. Whatever 
happened, the dollars were spent in this country, 
not for the modernization of British industries, but 
for food for India, and for industrial equipment 
for Egypt. 

Obviously the Administrations in Washington and 
in Western European countries do not want to have 
the E.R.P. dollars, that are to be spent in Great 
Britain, sidetracked in a similar way. They do not 
want them to be thrown into the Sterling Area 
Dollar Pool where these dollars would lose their 
identity and be withdrawn for -purposes never in- 
tended. For this reason they advocate a tightening 
of the control over the sterling area’s international 
payments, and holding down the drafts against the 
Sterling Area Pool for hard currency contributions. 
The alternative would be the disbanding of the 
Sterling Area. 


Western Europe Short of Sterling 


Since the convertibility of the pound sterling was 
suspended last August, the bilateral trade and finan- 
cial agreements which the British have negotiated 
with a long list of Western European countries 
have had one purpose: to prevent any one country 
from accumulating current pound sterling to such 
an amount that that country might begin to exercise 
its right of convertibility of this sterling into gold 
or dollars, as Belgium did during the memorable 
weeks following July 15, 1947. For that same rea- 
son, the British have been reluctant to grant credjts 
to countries which are not members of the sterling 
area. 

As a result of credit restriction and bilateral trad- 
ing, Britain’s contribution to Western Europe’s re- 
covery during the past year was relatively less than 
it was, for example, in 1946, when Western Europe 
was enabled to make (Please turn to page 253) 





















































Postwar Development of British Trade by Areas 

(In Millions of Pound Sterling) | 

A—Total Trade B—Trade with Sterling Area C—Trade with Europe D—Trade with U.S. & Canada 

Imports Exports Balance Imports Exports Balance Imports Exports Balance Imports Exports Balance | 

1938 76.6 39.2 —37.4 23.9 17.6 — 63 25.7 14.4 —I1.3 16.6 3.7 —12.9 

9, eee 92.0 33.3 —58.7 26.3 15.9 —104 ~ 10.8 11.9 “ewan 43.9 3.6 —40.3 | 
| 1946 108.4 76.2 —32.2 35.5 34.5 — 1.0 19.4 29.1 - 97 35.9 5.7 —30.2 

1947 

January ........ epiidtotes asel ois 121.5 912 —30.3 38.6 42.9 + 4.3 26.7 32.2 + 5.5 34.1 7.0 —27.1 
February ............... a. WAS 76.0 —36.8 37.2 36.2 — 1.0 18.0 25.2 72 37.2 6.0 —31.2 

1]. aa ene 129.9 82.6 —47.3 41.3 39.5 — 18 20.4 28.8 + 8.4 44.1 7.0 —37.1 | 
April 146.9 82.7 —64.2 46.1 38.8 — 7.3 24.3 30.1 + 5.8 45.8 $3 —40.5 

May 152.8 89.7 —63.! 46.4 41.3 — 5.1 28.6 30.9 2:3 49.7 8.4 —41.3 | 

June 153.8 93.1 —60.7 44.6 46.3 Se 34.2 32.1 — 2.1 45.2 7.8 —37.4 | 

July 1792. Pls —68.9 54.1 52.5 — 1.6 39.7 38.5 — 1.2 54.7 8.3 —46.4 | 

AUGUSY soc RAS 93.6 —79.2 52.3 47.8 — 45 40.8 27.6 —13.2 43.5 8.7 —34.8 | 
| September .......-._--«(160.7 99.0 —61.7 47.7 50.1 + 2.4 37.9 31.7 — 62 46.9 7.0 —39.9 
| ‘October ccc ENE NOS —53.2 53.8 ce “eal 34.1 39.3 + 52 47.2 8.7 —38.5 
| November .. 138.2 102.3 —35.9 40.6 52.1 FILS 30.8 35.1 + 4.3 40.5 8.6 —31.9 
Dectmmer ..noe 153.4 110.2 —43.2 54.0 54.5 + 5 34.3 36.2 FL CO 37.4 10.0 —27.4 

1948 

fh Roa os 161.8 119.5 —42.3 56.8 62.2 + 5.4 33.4 38.2 + 4 40.0 11.0 —29.0 
| RODINGIY) ¢.2 ee 148.1 112.9 —35.2 50.2 57.4 -—- 72 33.4 36.7 + 33 34.2 10.3 —23.9 
| (March 178.2 121.0 —57.2  — .... cine e ea Bip 5 SON a 2 a 
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—Far-Flung Industrial 


Implications of 


Basing Point Decision 





BY JOHN D. C. WELDON 


*J he recent decision of the United States 
Supreme Court, outlawing the basing point system 
in the cement industry and thereby drastically 
broadening the Government power to enforce the 
anti-trust laws, may ultimately have far-reaching 
effects on many basic industries and, indeed, on our 
whole economy. It is a decision that in its implica- 
tions may well be called one of the most important 
in many years. 

Climaxing an action which the Federal Trade 
Commission (FTC) instituted against the cement 
industry eleven years ago, the sweeping language of 
the court’s 6 to 1 decision left little doubt that the 
ruling will likewise apply to other industries. In 
fact, in what amounts to virtually a flat warning, 
the FTC suggested to industry generally to aban- 
don the basing point delivered-price system entirely. 

Specifically, the Supreme Court held that the 
multiple basing point system used by the cement 
industry was in violation of FTC rules and the 
Clayton Anti-Trust Act because it “curtails compe- 
tition and results in price discrimination”. A pend- 
ing FTC suit against the steel industry revolves 
around a similar complaint, and cases against other 
industries have been considered and held in abey- 
ance while the cement industry case was fought 
through the courts. Thus many industries are now 
glumly wondering whether and how they may ulti- 
mately have to change their own pricing systems, 
and how it will affect them as well as their client 
industries. 

Many heavy industries, where transportion costs 
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are an important part of the sell- 
ing price, have for many years 
adopted pricing methods which 
eliminate transportation costs as 
an element of competition. The 
simplest device was the famous 
“Pittsburgh Plus” system (in the 
case of the steel industry) or the 
single basing point system, de- 
clared “illegal” some years ago. 
Other equalizing devices were 
adopted to accomplish the same 
end: Zone prices (same price any- 
where in a given geographical 
area); so-called postage stamp 
prices (single delivered price any- 
where in the U. S.) ; and the mul- 
tiple basing point system under 
which prices are quoted as deliv- 
ered from any of a number of 
places, or basing points. 


How it Works 


The cement industry has tradi- 
tionally employed the latter. Usual- 
ly the major companies set a price 
f.o.b. each of their main plants 
which thus became basing points. 
Transportation costs were added 
to the f.o.b. price from the nearest 
plant. The price of cement in any 
locality was the basing price for 
that region, plus freight charges 
from the basing point to the deliv- 
ery point. Competitors, with plants 
farther away, would compete by 
absorbing the additional freight charges, and this 
absorption was one of the things the FTC objected 
to. Smaller producers did not set fixed prices at 
their plants. Where they are farther away from the 
consumer than the nearest big company mill, they 
too absorb the freight costs. 

But in many cases, a non-basing point mill will 
be closer to the consumer than the nearest big mill. 
They still charge the same price as the nearest 
“base” mill, thus collecting what the FTC called 
“phantom freight”, since actual freight costs are 
less than the amount collected. As a result, the 
prices quoted for delivery of cement in any one city 
are identical. The cement industry claims that this 
is the result of true competition; the FTC, calls it 
a conspiracy to restrain competition. 


Effects of F.O.B. Pricing 


In the sense of the ruling, the safest pricing 
method henceforth would be a uniform f.o.b. mill 
price system with the consignee paying full freight 
costs, and some cement manufacturers are reported 
to be considering just. that. However, they are 
awaiting details of the order of compliance to be 
issued by the court; the industry will have sixty 
days after the order to comply, thus no immediate 
change is likely. Eventually, however, the impact 
may be considerable. 

In the cement industry, the change to uniform 
f.o.b. pricing may intensify shortages in certain 
areas and, for some consumers at least, raise rather 
than reduce prices because distant consumers would 
have to pay full freight charges to the point of 
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delivery, part of which previously has been absorbed 
by the mill. The ultimate impact of the decision, 
however, may go beyond mere pricing. It will tend 
to shrink the size of markets within which a plant 
can compete. It may eliminate high-cost or ineffi- 
cient mills, and it may indeed create local monop- 
olies of large and efficient’concerns, since outsiders 
could not compete with local cement unless they 
absorb the freight differential, or sell at a lower 
price in one area than in another. Whether the lat- 
ter will be feasible is still somewhat uncertain; the 
FTC is known to frown on both practices but the 
Jourt did not decide whether a competitor can shave 
his delivered price to meet the price of a more fav- 
orably situated producer in any one market. 


Will Create Local Monopolies 


Uniform f.o.b. pricing will not only mean local mon- 
opolies for mills which find themselves in areas 
where demand is greater than supply, but also 
losses for mills in areas where there is more capac- 
ity than local consumption calls for. It may force 
cement companies to expand capacity where build- 
ing activity is greatest, and curtail operations of 
plants which relied heavily on distant consumers. 
The basing point system enabled consumers to get 
distant cement as cheaply as nearby cement; it thus 
made for cost stabilization which certainly will be 
upset by the new ruling. Consumers, in other words, 
will be no less affected than producers of cement. 

Industry, however, is looking beyond the immedi- 
ate decision as it affects cement, to the possible 
impact on steel, building materials, heavy chemicals 
and numerous other industries which sell at deliv- 
ered prices under basing point systems, in the event 
of a generalization of the Supreme Court decision. 
The effects of complete price competition, in this 
manner, can be quite incisive, particularly in periods 
of declining business when price competition tradi- 
tionally waxes keen. 


Low Range Impacts 


Since freight absorption would be eliminated, 
companies distributing heavy products on a national 
basis would find it necessary to quote prices com- 
petitively with local producers who would not be 
handicapped by long hauls. And where a plant dis- 
tributing nationally finds it unprofitable to enter 
distant markets, local producers would enjoy mon- 
opolistic advantages. Companies with widely scat- 
tered production facilities would certainly enjoy 
marketing advantages over “single mill’? companies. 
Others might be forced to decentralize operations so 
as to have plants nearer to major customers. One 
can even visualize a merger trend among individual 
companies to create a competitive network of mills. 
In other words, incisive structural changes may en- 
sue, with a possible alteration of the country’s in- 
dustrial geography. 

Cost patterns of many consumer plants may like- 
wise be upset. Such plants situated close to sources 
of supply would pay less for materials than those 
located farther away. Some, in order to remain com- 
petitive, may have to move their own plants closer 
to raw materials supply centers and such a trend 
naturally would have far-reaching consequences. In 
some cases it may not be simple, or even possible. 
It certainly will not be easy to adapt an industry 
built around the basing point system to a new pric- 
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ing and perhaps distribution system involving 
serious dislocations. 


The Real Issue 


The Supreme Court decision was of course con- 
cerned only with the legal interpretation of whether 
or not the pricing methods of the cement industry 
are in conformity with the anti-trust and anti- 
discrimination laws. The court ruled “no” on both 
counts. But in doing so, it still did not establish the 
principle of uniform f.o.b. pricing—long the coveted 
dream of the FTC, though it did help the latter 
cause along considerably. Much depends on the in- 
terpretation of the term “systematic freight absorp- 
tion” as condemned in the ruling; freight absorp- 
tion by individual producers in order to meet com- 
petition, though not within a basing point pattern, 
may still be permissible. The point remains to be 
clarified; if permissible it may soften, though not 
do away entirely with some of the impacts outlined 
in the foregoing. 

However, since the Supreme Court seems willing 
to go along with the FTC in its interpretation of the 
anti-trust laws, sooner or later the real issue will 
have to be faced, and that is whether the economic 
trends which are bound to be encouraged by these 
laws are sound or whether the laws should be 
changed to offset these trends. The answer to that, 
naturally, lies outside of the Supreme Court; it is 
up to Congress to find it. It is Congress which ulti- 
mately will have to decide how far the Government 
should go in changing business practices while seek- 
ing to fight monopoly. 

Immediate repercussions of such FTC-dictated 
changes in pricing methods may be relatively in- 
significant, particularly so long as scarcity condi- 
tions prevail in many basic materials. Some indi- 
vidual companies may be hurt by enforced changes 
in their source of supply, but overall, the problem 
involved is one of longer range concern rather than 
immediate impact. In this connection, two impor- 
tant issues stand out: (1) What effect will uniform 
f.o.b. pricing have on competition in periods of de- 
clining business? And (2) What effect will decen- 
tralization of industry have on prices and produc- 
tion? 


Decentralization—Pros and Cons 


The answer to the first question may be cut-throat 
competition and all it implies, while decentraliza- 
tion undoubtedly would create a host of new prob- 
lems in itself. Decentralization would be a natural 
consequence of an anti-trust policy that systemically 
fosters local monopolies. And while it could result in 
savings in transportation charges for local indus- 
tries, it would probably be at the price of loss of 
the advantages of mass production. In other words, 
it would tend to raise production costs, with the 
consumer the ultimate loser. Also, where decentral- 
ization of raw materials production does not prove 
feasible, and there may be many such cases, the 
effect of uniform f.o.b. pricing may not be decen- 
tralization but greater concentration of productive 
facilities closer to existing sources of supply, a 
development that is bound to create new headaches. 

Take steel, for instance. Should the multiple bas- 
ing point system of steel marketing be outlawed 
and replaced by f.o.b. pricing, steel consumers 
would face considerable (Please turn to page 252) 
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By J. C. CLIFFORD 


Cite Oil Corporation’s immense resources, 
long highly regarded by astute analysts, have been 
“discovered” only in comparatively recent years by 
the general investment public. Its steadily growing 
popularity may be attributed in no small measure 
to the management’s keen appreciation of its re- 
sponsibilities to its public stockholders as the Mellon 
family’s holdings gradually have been reduced. Al- 
though Mellon interests still control approximately 
40 per cent of the 11,345,250 outstanding shares, 
major policies no longer are dictated solely by them. 

By almost any common standard, Gulf Oil ranks as 
one of the outstanding representatives of its indus- 
try in this country. In production, it is one of the 
leaders. Its domestic net crude oil output last year 
approximated 79 million barrels or about 4 per cent 
of the country’s production. An additional 55 million 
barrels were produced in foreign countries, exclud- 
ing Gulf’s share of Far Eastern output, making a 
total of 134 million barrels that the company sup- 
plied to meet the nation’s requirements of almost 
2 billion barrels. 

On a financial scale, Gulf scored remarkable 
gains. Net sales last year approached $800 million, 
an increase of almost 42 per cent over 1946 and a 
gain of almost 60 per cent over 1945. Net earnings 
rose to $95.5 million, equal to $10.53 a share, from 
$58.3 million or $6.42 a share in 1946, and from 
$43.2 million, equivalent to $4.76 a share, in 1945. 
Although such phenomenal progress was not un- 
usual in the petroleum industry, it seems the more 
remarkable for Gulf because of its reputation for 
conservatism. 

By other counts, Gulf deserves high ranking. The 
company is one of the relatively few large in- 
tegrated concerns that produces substantially all of 
its own refinery requirements. This is one of the 
tests by which petroleum enterprises are appraised. 
The company’s eight refineries processed almost 135 
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million barrels of crude oil last year. Net production 
was approximately 99.3 per cent of refinery require- 
ments. Indications are that this vear’s output may 
run somewhat larger than available refinery facil- 
ities. Production at the beginning of the year was 
running at an annual rate of about 140 million 
barrels, an increase of about 5 per cent over 1947 
output. 

In the matter of reserves—another important 
factor to be taken into consideration in evaluating 
oil securities—Gulf is well situated. The company’s 
estimated net crude oil reserves in the United States 
regarded as proved were put at 1.1 billion barrels at 
the end of 1947. This total is about one twenty-fifth 
of the country’s estimated reserves of 24.7 billion 
net barrels. Hence it may be seen that Gulf’s 
share of production and reserves is about 4 per cent 
of the country’s entire oil resources. 


Has Large Oil Reserves 


Following accepted practices, management sought 
to develop new reserves last year to the extent that 
crude oil was produced. The latest annual report 
discloses that reserves at the end of the year were 
substantially the same as a year earlier, thereby 
maintaining potential supplies at a satisfactory 
level. Reserves would be sufficient to supply present 
refinery requirements for about fourteen years if 
no other domestic sources were developed. 

In addition to oil properties in the United States, 
Gulf has substantial interests in Venezuela. Esti- 
mated net reserves there at the end of 1947 approxi- 
mated 575 million barrels, or slightly more than half 
as much as in the United States. By far the largest 
reserves are in the Middle East. The company has a 
half interest in the Kuwait Oil Company Limited, 
which owns valuable concessions on properties on 
the Persian Gulf. Production available to Gulf Oil in 
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that enterprise last year came to 
about 8 million barrels and net 
crude oil reserves regarded as 
proved were estimated at more 
than 5.1 billion barrels appli- 
cable to Gulf’s share. 





GULF OIL CORP. Go 
: Adjusted — 
Price Range 
1929 - 1935 
High - 104% 


Long Term Debt: $10,000,000 Low = 11% 


Qil Sales Oblig: $53,181,813 
Sis.’ Cap.’ Stk: 9,076,202 - $25 par 
Fiscal Year: Dec. 31 ; 






Well Situated 


Indicative of a capable man- 
agement’s foresight, Gulf is well 
fortified in production, in dis- 
tribution, in transportation and 
in financial resources to do a 
job. Petroleum is obtained in 
substantial quantities in the 
world’s three largest producing 
areas—the United States, Vene- e 
zuela and the Middle East. 
Progress in South America and 
in the State of Kuwait was pro- 
portionately greater than in this 
country last year. 

Refinery operations were 
‘stepped up and, with benefit of 
a thorough modernization and 
improvement program, the com- 
pany obtained an increase in 
output of about 8 per cent. Substantial quantities of 
products were purchased from others with the re- 
sult that domestic refined product sales were en- 
larged 14 per cent over 1946 and 23 per cent over 
those of 1945, the best wartime year. 

Distribution has been extended to more than 
33,000 outlets in thirty-four states and the District 
of Columbia. To provide better marketing facilities, 
the company is increasing its storage capacity in 
fourteen coastal and eastern states. In addition to 
domestic operations, Gulf has substantial distribu- 
tion abroad through wholly owned companies in 
England, Belgium, Luxembourg, the Netherlands, 
Switzerland, Germany, Denmark, Sweden, Finland, 
Spain,*:India and Brazil. In other areas sales are 
conducted through local representatives. Shipments 
to foreign distributors have been restricted by the 
extreme urgency of domestic needs. 

Gulf’s financial position appears to be as impreg- 
nable as its physical resources. Growth has been 
conservative yet consistent. Capital for expansion 
has been obtained through increased indebtedness as 
well as by means of issuance of additional stock. 
Preparations have been made recently for acquisi- 
tion of additional funds both by 
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ently welcomed the opportunity of reducing its pro- 
portionate interest in the company from about 54 
per cent to about 40 per cent. The 1.2 million shares 
not taken up by the Mellon family were made avail- 
able to the public and some 10,000 new stockholders 
were added to the company’s rolls. 


New Long Term Debt 

A few weeks ago, Gulf Oil negotiated a twenty- 
five year loan of $84 million with which to retire 
bank loans of this amount that had been arranged 
late last year. The new loan is held by an insurance 
company and bears a 3 per cent coupon. This is in 
addition to the $100 million loan arranged a year 
ago with an insurance company at 21% per cent 
maturing serially from 1953 to 1972. 

Management has announced that it has no present 
intention of raising additional capital, although 
stockholders approved a proposal for authorizing an 
increase in borrowing capacity to $400 million from 
$200 million and enlargement of capitalization to 
20 million shares from 12 million previously author- 
ized. 
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80 





ance of additional stock in Feb- § 6° 
ruary. Stockholders were offered 40 
the right to subscribe to one ad- 
ditional share for each four held J 20 
at $51 a share. The Mellon fam- 
ily decided not to increase its 
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Long Term Operating and Earnings Record 
Net Crude Gross Depl., Net 
Oil Operating Depr., Operating Operating Net Net Profit Net Dividends 
Produced _Income etc. Income Margin Income Margin Per Per Price 
Years (mill. bbls.) ($million) ($million) ($ million) 4 ($ million) A Share Share Range 
1947 134.0 $797.2 $74.4 $137.2 17.2% $95.5 12.0% $10.53 $2.75 76¥g-57'/2 
| nner aeons 126.2 562.2 59.4 82.8 14.7 58.3 10.4 6.42 2.50 78 -56!/2 
I hi a ce oe cn 504.7 62.5 62.9 12.5 43.2 8.6 4.76 2.00 61%-49'/2 
1944 . 101.2 482.8 55.4 65.0 13.4 43.8 9.1 4.83 2.00 50!/2-42'/, 
1943 as 73.1 431.7 46.9 44.8 10.4 29.6 6.9 3.26 1.50 5034-37% 
| ELLIE REE Ar Se EOE 349.9 37.6 33.3 9.5 22.9 6.6 2.53 1.50 39-244, 
_ | a Oe nemenerrt 337.8 42.3 43.6 12.9 33.6 10.0 3.70 1.50 39 -29 
I en a 78.4 273.1 41.1 23.6 8.6 22.1 8.1 2.44 1.25 397/9-25\/g 
(ay ... 63.7 276.7 43.7 17.4 6.3 139 5.0 1.54 1.00 45!/-291/4 
SO acta ences eerie 63.0 266.3 42.5 13.6 5.1 11.7 4.4 1.29 1.00 467/,-33 
10 Year Average—! 938-46 91.0 $428.2 $50.6 $52.4 11.0% $37.4 8.11% $4.13 $1.70 78 -24% 
4 Year Average—1938-41.......... 72.8 $2085 $424 $245 8.2% $20.3 6.8% $2.24 $1.18  46%4-25/% 

















The extent to which new money should be em- 
ployed to enlarge plant facilities at current costs is 
a problem which managements find difficult to solve. 


Problem of Cost Inflation 


That inflated construction costs present a serious 
hazard is recognized by Gulf officials. The latest 
annual report emphasizes this factor in the follow- 
ing comment: 

“Probably the greatest problem facing the oil 
industry today is the tremendous capital expendi- 
tures needed to meet the expanding demand for 
petroleum products. The interest and concern 
shown by various public authorities regarding re- 
cent shortages of heating oils exemplifies the impor- 
tance which petroleum products have come to occupy 
in the life of the nation. To meet these require- 

















Comparative Balance Sheet Items 
December 31, 
1940 1947 Change 
ASSETS (000 omitted) 
Cash .. $ 22,482 $ 83,992 +$ 61,510 
Marketable Securities 8,770b 177 b 
Receivables, Net 24,222 70,819 + 46,597 
Inventories... 67,892 113,928 + 46,036 
TOTAL CURRENT ASSETS 125,388 268,916 + 143,528 
Plant and Equipment 776,318 1,203,111 + 426,793 
Less Depreciation 421,876 628,976 + 207,100 
Net Property 354,442 574,135 + 219,693 
Other Assets 43,348 86,117 + 42,769 
TOTAL ASSETS $523,178 $929,168 +$405,990 
LIABILITIES j 
Notes Payable . $ 3,000 $ 149 —$ 2,851 
Accounts Payable and Accruals 35,353 94,905 + 59,552 
Reserve for Taxes a) a 29,114 + 29,114 
Other Current Liabilities 1,125 15,207 + 14,082 
TOTAL CURRENT LIABILITIES $ 39,478 $139,375 +$ 99,897 
Reserves . 19,351 24,675 + 5,324 
Capital ....... 226,905 226,905 pe 
Surplus _ ........ : 107,609 307,683 + 200,074 
TOTAL LIABILITIES . $523,178 $929,168 +$405,990 
WORKING CAPITAL .. $ 85,910 $129,541 +$ 43,631 
CURRENT RATIO .... ; a2 19 — 13 
a—Included in accruals. 
b—Includes 1,196,100 shares of Texas Gulf Sulphur, considered as 
permanent investment in 1947, with market value of $72,257,575. 
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ments, even in normal times, necessitates large cap- 
ital, expenditures for crude oil production and for 
increases, replacements, and improvements in refin- 
ing, transportation and distribution facilities. But 
today such expenditures are enormously magnified 
by high costs. In addition to such extraordinary in- 
creases in cost levels, it is also becoming necessary 
for the industry to go farther and farther from its 
markets to find new sources of crude oil in adequate 
quantities, thus requiring more transportation facil- 
ities. Furthermore, refining processes to make mod- 
ern products, in many cases from crude less easily 
refined, are becoming constantly more complex and 
expensive.” 

In times past, Gulf management might have felt 
at liberty to economize on dividends to retain a 
larger proportion of earnings in the business, but 
with thousands of new investors looking forward 
to a reasonable return on their capital, manage- 
ment has felt impelled to respect its responsibilities 
as a “public” corporation. In other words, the de- 
sires and expectations of small stockholders must 
be taken into consideration. This factor explains 
the company’s somewhat surprising dividend liber- 
ality in recent years. Payments were increased last 
year to $2.75 a share from $2.50 in 1946 and recent 
payments have been at the quarterly rate of 75 
cents, suggesting that 1948 distributions may come 
to at least $3 a share. 


Earnings and Dividend Prospects 


Although net profit this year may range upward 
of $13 a share on the enlarged capitalization (first 
quarter net was $3.39 a share), management is not 
expected to show extreme liberality in the matter 
of dividends. Its policy is summarized in remarks to 


. stockholders on the need for retention of earnings 


for growth. 

“In keeping with the rest of the petroleum indus- 
try,” the statement says, “Gulf must rely to a great 
extent on its current earnings, including depletion 
and depreciation provisions, to supply the large 
sums required for replacements, betterments and 
expansion.” 

Another aspect of inflationary tendencies that has 
a bearing on evaluating shares of Gulf, as well as 
other oil concerns, is the somewhat illusory nature 
of phenomenal earnings. The company’s manage- 
ment calls attention to the extent to which inven- 
tory appreciation con- (Please turn to page 258) 
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MERCHANDISE 
SHARES 


By GEORGE W. MATHIS 


iin is accumulating that 
retail distributors are likely to enjoy 
a more prosperous year during 1948 
than many analysts were willing to 
admit a few months ago. Annual re- 
ports for 1947 of most concerns in this 
group revealed a downtrend in net 
earnings regardless of generally ex- 
panded volume, and early in the cur- 
rent year a good deal of uncertainty 
existed over near term sales prospects. As matters 
look now, though, disposable income is expected to 
rise from the $175 billion level in 1947 to $187 
billion during the present year, due to lower income 
taxes and a slight uptrend in wage scales. This 
should make for at least well maintained retail 
trade volume, but more likely for a sizable percent- 
age gain over last year. 
It has been estimated that retail sales will prob- 
ably register a gain of at least 8%, especially as an 
increasing supply of consumer goods will be avail- 
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able. During the first three months of 1948, total re- 
tail sales rose about 15%, wut this rate of gain may 
not be equalled during coming interim periods. What- 
ever increase in volume is achieved is likely to pro- 
duce a trend towards wider operating margins than 
a year ago, because well balanced inventories are 
more the rule now, and last year’s wave of heavy 
mark-downs has larely subsided. While competition 
and sizable promotional expenses may combine to 
restrict net profits somewhat, on balance the outlook 
for shareholders in sound retailed enterprises holds 
a good measure of promise. 

Early 1948 sales by some of the big mail order 
houses have been exceptionally satisfactory, largely 
due to enlarged sales of durable goods. Prospects of 
another flush year for farm customers, along with 
high level industrial employment, suggest that net 
earnings in the mail order field may exceed those 
attained in 1947. This seems even better assured 
because of large inventory reserves now carried by 
this group, which may have approached desired 
goals. 


Trend Reversal Expected 


In contrast to a drop of about 21% in the net 
earnings of department stores last year, operating 
profits for the first half of this year are expected to 
develop an encouraging reverse trend, with more 
than a chance that full year gains will be found very 
satisfactory. Though wage costs may be slightly 
heavier, favorable inventory positions, improved 
costs control and less frequent mark-downs enhance 
earnings potentials in this group. 

Similarly bright prospects appear to be enjoyed 
by some of the large (Please turn to page 251) 
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Funded Debt: None 
Shs.; Common: 818,577 - no par 
Fiscal Year: Mar. 31 
THOUSANDS OF SHARES _ 
a CONEY RSET 
1939 
3.34 | 


— _— 2+ 
i | 


1940 1941 1942 1943 1944 1945 1946 1947 


FIRST NATIONAL STORES, INC. 


BUSINESS: Company operates a chain of more than 1200 food stores in the 
Northeastern States largely in Massachusetts, Connecticut and Maine. 
Nearly half of its retai! outlets are of the self-service type. 


OUTLOOK: This concern has entered upon a period where its long and 
successful experience seems likely to bear fruit upon an increasing scale. 
During years of acute depression in the 1930s, First National Stores 
achieved highly profitable operations due to rapid turnover and com- 
petitively priced foods. Now that consumers are spending record amounts 
for their table items, sales of this progressive supplier have soared to peak 
heights, and though profit margins have been held to more modest ratios 
than ever before, net earnings continue to hold encouraging gains. In 
part this good record hes been due to the elimination of less profitable 
branches in many locations and concentration upon modern super mar- 
kets wherever local conditions warranted these larger outlays. In the course 
of implementing these policies, the company has expanded its sales and 
earnings although it now operates less than half as many stores as it did 
little more than a decade ago. During the fiscal year ended March 29, 
1947, volume showed a gain of 40.84% to $256.5 million and judging 
from reports for three following quarters, another upward spurt for the 
full 1948 fiscal year is indicated. Net earnings per share for these first 
nine months were $5.65 compared with $5.36 in the same period of the 
former year. meee 


DIVIDENDS: The exceptionally stable earning power has enabled the 
company to maintain dividends of from $2.50 to $3.50 per share for the 
past eighteen years. During the calendar year 1947, total distributions 
amounted to $3 per share, and a special dividend of 50 cents supple- 
mented a payment of 75 cents per share last March. 


MARKET ACTION: Recent price of 55 compares with a 1948 range of 
high—58, low—4954. 


COMPARATIVE BALANCE SHEET ITEMS 














March 30, March 29, 
1940 1947 Change 

ASSETS (000 omitted) 
eee spn Seseianueeh wen awa beanie $ 4,839 $ 7,759 +$ 2,920 
Marketable Securities .... 3,08 94 — 2,986 
Receivables, net ............. 419 517 — 98 
Inventories ..................... 12,585 23,026 + 10,441 
TOTAL CURRENT ASSETS... 20,923 31,396 + 10,473 
Plant and Equipment....... 6,865 9,437 + 2,572 
Less Depreciation ........... 1,710 3,449 + 1,739 
BS? PIGROTEY ........00000000000080 5,155 5,988 — 833 
Other Assets .... pave be 4,902 6,740 + 1,838 
| Senne $30,980 $44,124 +$13,144 
LIABILITIES 
I a eg as $ 800 +$ 800 
Accounts Payable and Accruals... 4,373 8,853 + 4,480 
Reserve for Taxes................. 695 1,651 + 956 
Other Current Liabilities....... 464 194 — 270 
TOTAL CURRENT LIABILITIES. abs 5,532 11,498 + 5,966 
IIE ou 0s coxcscccuccestesekasesneste 2 654 2,654 + 2,000 
Capital ... 6,762 6,736 a 26 
Surplus ... 18,032 23,236 + 5,204 
TOTAL LIA Bi vexess $30,980 $44,124 +$13,144 
WORKING CAPITAL . $15,391 $19,898 +$ 4,507 
III <3) sone dotndsuecesconiakaactaascaunebs 3.8 2.7 — 41.1 
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MONTGOMERY WARD 
Mail Order & Chain 
Stores 














Funded Debt: None 2 
Shs. $7 Cl. A: 201,554 - no par 
——{"— Shs.’ Common: €,502,378 - no par —{— 
——___ Fiscal Year: Jan. 31 SS IRE 
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MONTGOMERY WARD & CO. 


BUSINESS: Company is the second largest mail order enterprise and one 
of the largest retail distributors in the country. It has 631 stores located in 
every state except Delaware. These account for two-thirds of sales. 8& 
farm stores are also operated. 


OUTLOOK: Good earnings power and excellent management have en- 
abled the company to achieve an unusually favorable record as exem- 
plified by the fact that as early as 1935, both sales and earnings had 
surpassed the 1929 levels, in spite of sizable losses in the intervening 
years. Since then, sales have moved up almost without interruption, sur- 
passing the billion mark in 1947. Due to narrowing margins and higher 
taxes during the war, net income has not kept pace with sales; neverthe- 
less, earnings for last year reached a peak of $59.05 million, equivalent 
to $8.86 per share on common stock. This compares with $6.29 in 1946, 
$4.13 during the best war year, and $2.60 in 1929. In view of the con- 
tinuing great purchasing power in the hands of consumers, demand for 
the company’s widely diversified merchandise is expected to remain 
strong for some time to come, additionally bolstered by the distribution 
of enlarged catalogues and the opening of additional retail outlets. 
Inclusion of higher-priced merchandise enhances longer-ter mprospects. 
Latterly, larger sales and wider operating margins indicate that new 
peaks may be established by the company during the current fiscal year, 
as evidenced by the fact that earnings for the quarter ended April 30 
were $2.15 a share compared with $1.71 for the corresponding quarter 
last year. Company's finances are strong, with $53 a share in working 
capital on January |, 1948. Only 281,554 shares of Class A Stock precede 
the 6,502,378 shares of common. 

DIVIDEND ACTION: During the last eight years, the company has paid 
out only about half of reported earnings. Current dividend rate is 50c 
quarterly, which may be increased or supplemented by another good-sized 
year-end extra. 

MARKET ACTION: Stock normally sells at a moderate price-earnings 
ratio. Recent price of 6434 compares with this year's range of 647% high— 
47\/4 low. 


COMPARATIVE BALANCE SHEET ITEMS 


January 31, 
1940 1 













948 Change 

ASSETS (000 omitted) 
"os ' etal $ 18494 4$ 4,098 
Marketable Securities .................... 32,653 + 32,653 
Receivables, net ...................0..0.. ; 144,090 + 65,210 
I eyo Cruces cd sue scacesereesoes 277,297 + 180,973 
TOTAL CURRENT ASSETS 472,534 + 282,934 
Plant and Equipment. 76,312 a 4,585 
RES PINEIIEOD oon sessescnncscevaspseencdsesese 39,720 + 12,090 
CL AS ee 36,592 — 7,505 
RMR Fee ox c's Jon asy i pcusesvaeeaes saxurbheves 18,140 20,915 oe 2,775 
UP RPRNITEPEINNTD oo.06sesicssisinapeasoesesvosveareeooees $251,837 $530,041 +$278,204 
LIABILITIES 
Accounts Payable end Accruals.............. $ 18,797 $ 62,648 +$ 43,851 
Reserve for Taxes......................... “we 10,829 43,261 + 32,432 
Other Current Liabilities............... 4. ree — 11,079 
TOTAL CURRENT LIABILITIES......... i 105,909 + 65,204 
MINIDI. saavacresnseceuersssetscscsedus ocsecsidsvecssoee 29,416 + 28,284 
Capital ... 231,387 + 82,352 
eer ’ 163,328 + 102,364 
TOTAL LIABILITIES .. $530,041 +$278,204 
WORKING CAPITAL . ; $366,625 +$217,730 
MIN Goo cnsacccucsccdexcesudcresausessicacs 4.5 — of 
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1937 — 1939 § 1940 1941 1942 1943 1944 1945 1946 1947 1948 1937 if 1938 1939 1940 1941 1942 1943 1944 1945 wo46 1947 1948 
2.31 | 1.38 | 1.03 | 2.00 | 1.97 | 2.13 | 2.16 | 2.28 | 2.13 | 5.44 | 5.30: | fam 2.00 | 1.55 | 3.79 | 2.05 | 3.88 | 1.01 [2.01 | 2.26 7 2.26 | 2.94 | 
1.60 | 1.60 | 1.60 | 1.60 | 1.60 | 1.60 | 1.60 | 1.60 | 1.60 | 4.20 | 3.50 | ow 1.67% | .564/ .75 | .75 | .75 1° .75|-.75 | .75 | 1.65 | 2.42% | 3.00 
19.2 | 19.9 | 22.2 | 23.3 | 24.6 | 27.8 | 21.1 | 27.0 | 30.2 | 33.8 |mgap$ [27.6 | 27.1] 30.8 | 36.1 | 37.1 | 37.0 | 36.1 | 51.1 | 59.7 - kg Op $ 
S. H. KRESS & COMPANY MAY DEPARTMENT STORES CO. 


‘BUSINESS: A chain of 243 retail stores located in 29 States and Hawaii, 
selling a variety of merchandise in the low priced brackets, forms the basis 
of operations of this long established concern. 


OUTLOOK: Business in the special field served by Kress, while stable in 
periods of depression, is benefitted in times like the present when con- 
sumer spending power is ample, and resistance to high priced goods is a 
factor in attracting customers desirous of economies. For about 40 years 
past, volume of this company has shown rather consistent gains, rising to 
a peak of $155.3 million last year, compared with $68.4 million in 1929. 
Growth of the company during many years past has been enhanced by a 
plow-back of $28.9 million in earnings after distribution of steady divi- 
dends. This has made possible modernization of many branches and the 
company now has seven new stores under construction with plans to build 
14 more on locations acquired. While higher costs narrowed margins 
slightly last year, net earnings of about $12.6 million were equal to $5.39 
per share, aaginst $5.44 the previous year. At the end of 1947, inventories 
of $21.6 million were lower by $2.6 million than 12 months earlier, in- 
dicating wise policies during a year of advancing prices and an increas- 
ing flow of new goods. During the firs ttour months of 1948, volume de- 
clined about 4% compared with the similar period in 1947. 


DIVIDENDS: Kress has paid dividends consecutively since 1918, paying 
a total of $3.50 per share during 1947, of which $1.50 represented extras. 
50 cents per share lus an exptra of 50 cents was paid in March, 1948, 
along with 50 cents on June I. 


MARKET ACTION: At recent price of 51!/2, Kress common shares are close 
to their 1948 high of 52!/, and compare with a low for the current year 
of 45!/, 


COMPARATIVE BALANCE SHEET ITEMS 


December 31, 
9 


) 








ASSETS (000 ornitted) — 
MPI oe Siosoe 3/00; dandcaktcicgnesbalaesctxsaedachegeactace $12,956 $14,867 +$11,911 
Marketable Securities ............................ 390 8,889 + 8,499 
DCR: CHI io o5 cc scacdecessccacaiciccwsecs 25 42 _ 17 
UMNO 00 ch sa cicy 520s 05 caseceis cee duuvardoveceucs 14,335 21,690 + 7,355 
TOTAL CURRENT ASSETS.......................... 27,706 45,488 + 17,782 
Plant and Equipment.............................. 52,427 57,575 + 5,148 
Less Depreciation .... 14,354 23,000 + 8,646 
Pg: ae eee 38,073 34,575 — 3,498 
gs 11,394 8,892 — 2,502 
NMR MINING sinuses coccuddsndscssteucisessiecaiiee $77,173 $88,955 +$11,782 
LIABILITIES 

Accounts Payable and Accruals.............. $ 2,849 $ 7,203 +$ 4,354 
ROSORVS FOF TOROR 6. <.-55550scccescccsuccesiacessses 2,669 4,444 + 1,775 
Other Current Liabilities ce eee, 
TOTAL CURRENT LIABILITIES 11,647 + 6,129 
Capital 48,393 — 7,207 
Surplus 28,916 + 12,861 
FETAL LUABIEITIES. .......005cscicececccccssccescoee $77,173 $88,955 +$11,782 
WORKING CAPITAL. ......505.c05600sccccsccsccess $22,188 $33,841 +$11,653 
GUNNA INRINN Ech oss Zo 6 cccs costs cstaveeceusbedsvacs cas 5.0 3.9 — 1.1 


JUNE 5, 1948 


BUSINESS: Company operates six large modern department stores and 
one branch. Total sales rank third among the country’s chain store systems, 
excluding the mail order houses. Stores in St. Louis, Cleveland, and Los 
Angeles account for 70% of company’s sales. 

OUTLOOK: Good management, strategic expansions and additions to 
existing units have enabled the company to achieve a record better than 
that of the average department store. Although the main office directs 
financial and general policies, operating management is centered in the 
individual stores. During the last eight years, both sales and earnings 
have shown an almost uninterrupted gain, reaching their peak in 1946-47, 
when a net income of $18.83 million was reported. This is equivalent to 
$6.70 a share, compared with the previous peak of $2.94 established in 
1945-46. Owing to the time required to change the method of inventory 
evaluation, the annual report for 1947-48 is not yet at hand. However, 
sales for the six months ended July 31, 1947 were 30% greater than for 
the corresponding six months of the previcus year. Because of heavy 
mark-downs in the first half of the year, net income for the full fiscal year 
is not expected to surpass the previous period. But favorable comparisons 
are indicated for the first half of the current fiscal year, when mark-downs 
will be smaller. In view of the high evel of consumer income, the greater 
availability of supplies and higher prices, new peaks in sales and earn- 
ings will likely be established, while the company's above-average effi- 
ciency renders its long-term prospects distinctly promising. Finances are 
exceptionally strong. 

DIVIDEND ACTION: Company has paid dividends every year since it was 
incorporated in 1910. Most disbursements have been liberal. Current rate 
of 75c quarterly is expected to continue. 

MARKET ACTION: Because of its good record, the stock is regarded as 
one of the better equities in the group. Recent price of 46 compares with 
a 1948 range of 4734 high—3534 low. 


COMPARATIVE BALANCE SHEET ITEMS 


January 31, 
940 


1947 Change 

ASSETS (000 omitted) 
Cash . $ 5,654 $ 11,266 +$ 5,612 
Marketable Securities ... 359 10,710 + 10,351 
Receivables, net ...... 11,849 28,121 + 16,272 
Inventories ............... 14,346 41,022 -+- 26,676 
Other Current Assets 356 1,823 + 1,467 
TOTAL CURRENT ASSETS 32,564 92,942 + 60,378 
Plant and Equipment 34,914 74,179 39,265 
Less Depreciation 9,346 26,222 16,876 
Net Property ......... 25,568 47,957 22,389 
Other Assets ........ 2,908 4,998 2,090 
TOTAL ASSETS . $61,040 $145,897 +$84,857 
LIABILITIES 
Accounts Payable and Accruals... $ 3,822 $ 14,468 +$10,646 
Reserve for Taxes............... , 942 15,022 + 14,080 
Other Current Liabilities 652 3,770 + 3,118 
TOTAL CURRENT LIABILITIES 5,416 33,260 + 27,844 
Long Term Debt.......... a 6,749 4,756 — 41,993 
Reserves ...... Subsees 330 2,897 + 2,567 
Co” eee 12,304 39,450 27,146 
Surplus : meldatuvaaedecesavenveaiaeatets 36,240 62,694 26,454 
TOTAL LIABILITIES ... $61,040 $145,897 + $84,857 
WORKING CAPITAL ............ $27,148 $ 59,682 +$32,534 
Current Ratio ....... ? 6.0 2.8 — 3.2 
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Courtesy of Standard Oil of N. J. 


By GEORGE 


S) he progressive dependence of civilization 
upon petroleum has brought world supplies of this 
essential material into sharp focus. Scientists all 
over the globe have placed the technology of oil 
discovery on such a sound basis that the land sur- 
face everywhere is being probed if hopes of success 
appear valid. The giant oil concerns in the United 
States are plowing back billions of dollars of earn- 
ings into the depths of the earth, both at home and 
abroad, to keep output of crude oil in balance with 
increasing demand. Now, as a further stage in the 
race, long envisaged exploitation of sub-sea oil de- 
posits has been stepped up, and on a scale that holds 
important political and economic implications. 

Geophysicists for a long time past have been 
pretty certain that vast oil deposits exist beneath 
the ocean floor of the continental shelf or tidelands 
that surround the shores of our country and other 
lands, but until fairly recently it has been imprac- 
tical to prove their existence except to a very lim- 
ited extent. Interest in the subject to date has 
rather naturally centered on the near-to-land ocean 
beds of California, Texas and Louisiana, contiguous 
to land areas of well proven oil wealth. Indeed, in 
California modest supplies of crude oil are actually 
being piped from underwater wells as far as half a 
mile out from the shore line, but these constitute 
only a mere drop in the potential bucket. 


Huge Oil Potentials 


But as a result of preliminary and highly scien- 
tific studies along the California and Texas coasts, 
what the oil companies believe possible as a prize 
are numerous oil pools in the under-water shelf that 
eventually might be tapped for billions of barrels 
of crude. Accurate estimates of these hidden oil 
supplies as yet are not available, but experts in the 
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Vast oll depesits exist beneath the 
ecean fleer. In its quest fer new eil 
reserves, the American oil industry 
is actively prebing our tidelends 
fer this new petentiel wealth. 


L. MERTON 


industry have ventured guesses ranging from a 
minimum of one billion barrels all the way up to 
15 billion in the Gulf area alone, the latter figure 
equalling about 60% of the proven oil reserves 
ashore in the United States. 


How Oil is Found 


What has stimulated the interest of the oil geolo- 
gists in undersea explorations has been their con- 
viction that most petroleum owes its origin to sedi- 
ments of animal, marine and plant material de- 
posited under salt waters and forced into porous 
rocks or caverns where no oxidization is possible. 
The relatively shallow waters covering the contin- 
ental shelf before it drops precipitously into the 
ocean depths are not only teeming with marine life, 
but further fed by residue supplied by rivers and 
lateral currents. Where layers of limestone and sand 
have become depre.:**1 into particular formations 
under water, they p:vvide ideal reservoirs for the 
crude oil that eventually develops. 

The first big problem of the oil explorers is to 
learn the composition and character of underground 
geology before attempting to drill, and the scientific 
strides achieved in this direction in recent years 
verge on the miraculous. Fortunately enough, the 
same methods used on land are equally effective on 
water. Delicately adjusted electric devices record 
tremors created by explosive charges, and can re- 
veal with astonishing accuracy the depth, location 
and characteristics of the ground far below. 

Such experiments by no means establish the 
definite presence of oil, but they strongly indicate 
geological conditions where drilling would be war- 
ranted. Many of the large oil concerns have been 
going to sea with intensified efforts to locate prom- 
ising petroleum areas below their boats in the Gulf 
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of Mexico and along the Pacific Ocean, but naturally 
have tended towards secrecy until they could secure 
legal protection for further activities. 

Progress towards undersea extraction of oil has 
been considerably hampered by the battle between 
the Government and the States as to who owns the 
tidelands. Many of the oil concerns that leased ocean 
areas from California and other States a few years 
ago were upset when the Supreme Court decreed 
that title to the submerged lands was a major ele- 
ment in national “sovereignty’’. Prior to this deci- 
sion, President Truman had openly claimed that all 
subsea lands out to the three mile limit belonged to 
the Government, following which the Interior De- 
partment announced that all exploratory work and 
drilling in those areas must be handled by Wash- 
ington. 

Federal vs. State Titles 


Then Congress last year came into the contro- 
versy with a bill to allot title to the tidelands to the 
States, but proved unable to pass the measure over 
the presidential veto. Currently the House has again 
passed a similar bill, with which the Senate prob- 
ably will concur, and which seems more likely to be 
enacted into law regardless of a provable veto. That 
the oil companies and certainly the states of Texas 
and Louisiana are gambling heavily upon such an 
outcome of the controversy is shown by negotiation 
of leases as if the new law were already in effect. 

As for California coastal oil developments, there 
are several handicaps standing in the way, aside 
from the squabble with the Government. In the first 
place, the continental shelf on the Pacific dips 
rather abruptly into water from 100 feet to 600 feet 
deep not far beyond the three mile limit, and it 
should be realized that the oil experts are counting 
upon drilling much further from shore than pre- 
viously has been considered feasible. For some time 
to come, it looks as if drilling will not be practical 
except in far shallower waters than those mentioned 
above, although the latter may hold many billions 
of barrels. 

The near presence of deep water accentuates the 
hazards of severe storms that sweep in from the 
Pacific to lash the coast 


pany to start drilling as much as ten or twenty 
miles from shore. A dozen or more oil concerns 
have leased about 2 million acres of undersea lands 
from the state of Louisiana, with down payments 
of $15 million, a yearly rental half as large and an 
interest in the oil produced. Similar steps have been 
taken along the Texas coast, involving another half 
million acres. All in all, drilling operations have 
started at more than 30 spots in these coastal waters 
and it looks as if about as many more will be in- 
cluded before the end of 1948. Hence a new and 
interesting chapter in the history of the oil indus- 
try appears to have opened. 

Accounting in no small measure for the upspurt 
in interest by the petroleum companies in under- 
water operations is the fact that crude oil now 
commands a price of around $2.60 per barrel. If this 
current high figure were not likely to hold during 
the foreseeable future, it is probable that abnorm- 
ally high production costs and development outlays 
in this new field would have discouraged the major 
activities now under way. The cost of exploratory 
crews is said to run around $35,000 per month 
alone, the special drilling equipment required is 
very costly, and the problem of transporting oil 
from well to shore involves extra large sums. Unless 
there were ample assurance that the huge capital ex- 
penditures and above average operating costs could 
be offset with adequate profits, these broad scale un- 
dertakings might have been delayed for many years. 

The first deep water well to get under way in the 
Gulf area has been completed by Humble Oil & Re- 
fining Company (S. O. of N. J.). About 8 miles off 
the shore of Louisiana, in water nearly fifty feet 
deep, this concern has spent about $1.2 million in 
the construction of a giant platform, supported on 
100 steel piles. This gale-proof structure is large 
enough to permit drilling of seven wells and is two 
stories high. Already one of the drills has pene- 
trated more than 8000 feet below the platform, in 
its course passing through an oil bearing stratum 
of sand, though the latter has small commercial 
value. This expensive but successful equipment is 
considered very encouraging, and drilling will be con- 
tinued at an accelerated pace. (Turn to page 250) 






















































































Ss oe Statistical Data of Companies Engaged in Undersea Oil Development 
ure loving Californians, in . Total - 
fear that oil operations ronan . , = 
would contaminate their (ainbbh.) 1946 N94 1947 “Yield ‘Pros Rani 1948 
beaches, succeeded in hav- Barnsdall Oil... -200+~=—«$2.30 «$4.10 «$1.55 3.7% 42 102  44%-31 
ing a law passed to forbid Continental Oil... 500 «4.05 ~~ 6.61 _—=—=2.50 4.0 63 9.5 _6394-46% 
ocean drilling. Because the Humble Oil 2500 4.00 6.90 3.00 3.8 79. +114 +80 -65 
oil concerns claim to have Ohio Oil 5502.78 + +«<4.44~«O:75 45. 39 88 393%-26% 
perfected methods that Phillips Petroleum 750. 460 6.76 2.50 3.5 71 105 744-545 
would preclude seepage, Plymouth Oil 1002.01 401 (1.000 15 65 162  10%-33 
though, there is a chance Pure Oil SCOOT «*;SO 38 39 82 42 -25% 
that the law may be re- Seaboard Oil... 150 2.43 483 —=‘*1.00 1856-16 —«591/-35Mg 
pealed before long. Shell Union Oil 900 244 4.44 2.25 53 42 95 42%-28% 
It is along the shores Socony-Vacuum 2,749 1.87 3.13 ‘1.00 5.0 20 64 20-14% 
of the Gulf Coast at pres- Standard Oil of Calif. 3.900 «5.15 8.25 —:3.20 46 70 85 11 %-54l/, 
ent where the race for un- Standard Oil of N. J... 9,100 650 9.83 4.00 5.0 80 8.1 8234-69 
dersea oil is being waged Sun Oil nn 600 3.166 5.28 98b 15 63 (IG 64-505 
with great intensity. Here Superior Oil of Calif. 168. 436 +1151 2.00 9 225 +195 225 -140 
the flat land terrain sub- Texas Company 4050 632 7.90 3.00 47. 64 Bl 6436-524 
merges gradually for a Union Oil............ 410. 1.90 385 (1.10 35. 31 8.1  32%-2114| 
distance of nearly 75 *—Including foreign reserves. Figures are from latest available sources and do not include ail 
miles under water not discoveries extent of which is unavailable. | 
overly deep, permitting a—Plus 2% in stock. b—Adjusted | 
more than one oil com- 
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Trade Down 


We are ina bull market; andina 
bull market the biggest percentage 
gains are made in _ speculative 
stocks. If you have the tempera- 
ment for speculation, this is the 
time to “trade down” in the general 
quality of stockholdings. If you 
haven’t the temperament, by all 
means stick to good-quality or 
“leading” issues, although the 
latter not always lead in the stock 
market. In a bull market, Stude- 
baker will always go up more than 
General Motors in percentage, 
Sharon Steel more than Inland 
Steel. And low-priced stocks, on an 
average, will rise more than high- 
price or medium-price stocks. The 
sensible thing, with low - price 
stocks, is to spread your money 
over at least three or four choices, 
and up to ten or twelve, if possible. 
Out of ten you’ll probable get a 
couple of duds, no matter how 


much thought you put on selection, 
a half dozen that outgain the Dow 
industrial average by a pretty 
good margin, and one or two that 


”? 


“go to town.” The time-tested 
speculative rule is to cut your 
losses quickly, let your profits 
run. Low-price stocks are bought 
to sell, not to put away and for- 
get. Never let them become “in- 
voluntary investments” ‘vy being 
hoggish and over-staying the 
market. They are the first things 
to sell, whether at a profit or a 
loss, whenever market skies get 
clouded. 


Duration 


Over the 51-year history of the 
Dow-Jones averages, bull markets 
have lasted an average of 30 
months, ranging from a maximum 
of 70 months (1923-1929) to a 
minimum of five months (in the 
spring and summer of 1938). The 
gains in the industrial average 
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INCREASES SHOWN IN RECENT EARNINGS REPORTS 


1948 1947 
Year Mar. 31 $6.24 $4.59 
12 mos. April 30 3.57 2.25 
4 mos. April 30 1.08 37 
Year Mar. 31 4.33 1.01 
4 mos. April 30 79 -64 
9 mos. April 30 1.12 -19 
6 mos. April 30 2.04 1.82 
16 weeks April 24 -26 .09 
4 mos. April 30 6.48 5.47 
Mar. 31 quar. 1.24 1.14 
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have ranged from as little as 27% 
(1900-1902) all the way up to 
about 372% (1932-1937). The last 
bear-market double-bottom in the 
average was 163.12 in October, 
1946, and 163.21 in May, 1947. It 
makes sense to date this bull mar- 
ket from the latter point, not only 
because the difference in price 
level was a meaningless fraction 
but also vecause the rails — and 
the majority of all individual 
stocks—made their lows at that 
time. Hence, the bull market has 
run avout a year. Up to this writ- 
ing, the maximum rise in closing 
prices has been 16.6%. On the 
past record, there is good basis 
for thinking it will go a lot fur- 
ther. But there are many abnor- 
malities in this situation which 
lead this column to think that the 
present bull market probably will 
be a medium-good one, not rank- 
ing with the greatest. On a rea- 
soned guess, the writer doubts 
that the top will be seen before 
next autumn, or later than some 
time in the first half of 1949. As 
to where the average will be at 
the top, not even the most tenta- 
tive guess is worth bothering 
with. It will be determined far 
more by sentiment and emotion 
than by anything you can put 
your finger on or get at with a 
slide rule. 


Potential 


At the 1946 bull-market high 
the per share dividends applicable 
to the Dow industrial average 
were at an annual rate of about 
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$7.00 a year. At the market peak 
of 212.50, then, the average sold 
at avout 30 times dividends. Now 
the dividends are at a rate of 
about $10, and still rising; and, 
around 190, the average is selling 
‘at only 19 times dividends. Other- 
| wise expressed, the current yield 
basis is about 5.1% against 3.2% 
at the 1946 market high. Were 
present dividends valued with the 
degree of optimism present at the 
1946 high, the potential for the 
industrial averages would be 300. 
If allowance be made for higher 
long-term bond yields than pre- 
vailed at the 1946 market top, the 
potential for the Dow industrials 
would be theoretically around 275. 
Of course, the actual maximum 
capitalization of dividends cannot 
be foreseen, since it depends al- 
most entirely on how investors 
“feel.” On a 4% yield basis, 
against 3.2% at the 1946 top of 
212.50, the average would sell 
around 250. On a 4.5% basis, it 
would be about 222. It is hard to 
conceive of a bull market which 
does not reduce yield on the aver- 
age at least to 4.5%, with 4% not 
particularly difficult to rationalize. 







Upsets 


: What could unsettle the market 
' or strangle the bull movement 
while stock prices are still on a 
relatively conservative basis with 
respect to earnings and divi- 
dends? War, of course, could do it. 


Among Europeans, fears of war 
are far from ended. In this coun- 
try hope for peace— armed and 
uneasy, but peace—is rising. 
Heavy new capital financing in 
equities could smother the bull 
market, and is something to be 
watched. Corporations need a 
great deal of new capital for ex- 
pansion. A rising and active stock 
market, coupled with the recent 
income tax cut which has made 
stock ownership more attractive 
to the wealthy, is an open invita- 
tion to get a much larger propor- 
tion of this capital out of stock 
financing than heretofore, less of 
it out of issuance of bonds. How- 
ever, this column doubts that ex- 
cessive equity financing will over- 
burden the market for some time 
to come; and the evidence, when 
it appears, will ve cumulative over 
a period of months. It seems most 
unlikely that domestic business or 
political developments will become 
bearish in any major sense any 
time this year. 
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The writer is no expert on Russia.. 


Best Groups 


The normal “rotation” of a bull 
market will eventually affect 
nearly all stock groups more or 
less favorably. But who can tell 
which groups will go up most 
from present level, except on 
hindsight sometime from now? 
This column regards the more 
speculative retail trade and steel 
stocks as among the most likely 
to have above-average advances. 
Others to be considered—mostly 
semi - depressed and behind the 
market — are selected air lines, 
movies, dairy stocks, drug stocks, 
liquors and utility holding com- 
panies. Stocks in the strongest in- 
dustries, or those most highly re- 
garded vy the market at any 
given time, do not usually have 
the biggest percentage potentials 
for speculation. 


Good Oil 


Probably much, maybe most, of 
the cream is off the rise of most 
of the oil stocks, although few are 
other than moderately priced on 
earnings, and yields in many cases 
are still pretty good. In any event, 
however, the time has come for 
more careful “picking and choos- 
ing,” with some switching around 
in order. Considering current mar- 
ket prices in relation to indicated 
earning power and potential divi- 
dends, some oils are much more 
attractive than others. This col- 
umn thinks that Ohio Oil, around 
38 at the present writing, could go 
considerably further. The com- 
pany is primarily a crude pro- 
ducer, with proven reserves of 
some 550 million barrels, a simple 
capitalization almost entirely in 
common stock, and strong fi- 
nances. Earnings should exceed $8 
a share for 1948, against $4.44 
last year. Extra and regular divi- 
dends have totalled $1 a share so 
far this year, against $1.75 for 


all last year; and possibly might 
be $2.50 to $3.00 for the whole 
year, depending on the size of the 
year-end extra. The yield is prob- 
ably something over 6%. 


Best Foods 


This company is a leading pro- 
ducer of margarine and mayon- 
naise, under the trade names 
Nucoa and Hellman’s. Its prewar 
record was far from impressive. 
But the stock has long been in a 
bull market all of its own. It made 
a high of 3134 in 1946, 325% in 
1947, 3614 this year. The tide 
seems to have turned against 
punitive taxes on margarine, 
which is an important considera- 
tion. Secondly, many of the con- 
sumers who have been driven to 
use of margine by high butter 
prices in recent years will prob- 
ably continue using it even when 
butter eases. The political cush- 
ions under the dairy farmers be- 


ing what they are, butter is un- 


likely to fall to real depression 
prices. Earnings in the current 
fiscal year ,ending June 30, may 
ve not far from double last year’s 
$3.53 a share. Fiscal-year divi- 
dends may be $2.60 to $3.00, de- 
pending on the size of the next 
extra, against $2.20 in the pre- 
vious year, suggesting yield of 
not less than 7% on current price 
around 35. 


Abbott and Merck 


Probably there are substantial 
bull-market potentials, as well as 
long term growth promise, in 
good drug stocks. Two of the best 
are Abbott Laboratories and 
Merck, both with excellent record. 
Around 76, Abbott is now 15 
points under its 1946 market high, 
and Merck at 61 is 16 points under 
its former top. Earning power of 


(Continued on page 254) 


























DECLINES SHOWN IN RECENT EARNINGS REPORTS 

1948 1947 
American Colortype ....................660.:0000ceees 4 mos. April 30 $ .69 $1.16 
Archer-Daniels-Midland ............................ 9 mos. Mar. 31 4.61 6.35 
Bohn Aluminum & Brass .......................... Mar. 31 quar. 01 1.04 
ORG SIO ocd sninser sco nssctsssccsceecascesiccees 9 mos. Mar 31 2.84 5.52 
Hercules Motors ........22:0..cc00.ceeeceeeeseeeee.. Mar. 31 quar. 82 1.30 
UMNO coe cect ccccceue césceuscgersasesapscensecactvsease 12 mos. Mar. 31 1.43 3.57 
MeGraw Electric ....00...00...0000..2000.,cecescesecees 12 mos. Mar. 31 5.14 5.66 
Northern Natural Gas .............................- 12 mos. Mar. 31 2.96 3.08 
airs CORIO. sicsccdcssncsecesscccsecieciaciaccctcccnes:, WOOP eae 2.83 3.43 
Radio-Keith-Orpheum ............................655 Year Dec. 31* 1.30* 3.17* 

* For 1946 and 1947 
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The Personal Service Department of THE MaGazINE OF WALL STREET will 
answer by mail or telegram, a reasonable number of inquiries on any listed 
securities in which you may be interested or on the standing and reliability 
of your broker. This service in conjunction with your subscription should 
represent thousands of dollars in value to you. It is subject only to the fol- 


lowing conditions : 


1. Give all necessary facts, but be brief. 


2. Confine your requests to three listed securities at reasonable intervals. 
3. No inquiry will be answered which does not enclose stamped, self-addressed 


envelope. 


4. No inquiry will be answered which is mailed in our postpaid reply 


envelope. 


5. Special rates upon request for those requiring additional service. 





Avco Manufacturing Corporation 
In your April 24th issue, you state that 
Avco Mfg. paid dividends of 10 cents per 
share during 1947. I understand that ad- 
ditional payments were made recently. 
Kindly advise me in this respect, and 
also regarding recent changes in the 

position and activities of the company. 
J. B., Binghampton, N. Y. 

Apart from the 10 cents dividend 
which was payable May 15, 1947, 
the company on October 23, 1947 
declared a 20 cents dividend pay- 
avle January 2, 1948, and on April 
22, 1948, a 15 cents dividend pay- 
able May 24, 1948. Thus while divi- 
dends paid in the 1947 calender 
year amounted to 10 cents, dis- 
bursements in respect to the 1947 
fiscal year ended November 30, 
1947, amounted to 30 cents a share. 

The company’s chairman, on 
April 22, is reported to have stated 
that while sales and earnings con- 
tinued at a high level, diversion of 
steel and other materials would 
make it necessary to review the 
current dividend rate in the light 
of operating results at the close of 
the present fiscal year. 

In line with the broad shift in 
character of the company’s opera- 
tions in recent years, Avco on No- 
vember 20, 1947, disposed of its 
interest in Consolidated Vultee Air- 
craft Corporation to Atlas Corpora- 
tion. Atlas Corporation has no in- 
terest whatsoever in Aveo. Avco 
however continues to hold a sub- 
stantial investment in New York 
Shipbuilding Corporation (not 
American Shipbuilding Corpora- 
tion as erroneously stated by us). 

Incidentally, Avco is not in the 
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frozen foods products business as 
such, that is, the company pro- 
duces no food vut does manufac- 
ture frozen food storage cabinets 
and home freezers. It also holds a 
small interest in Frozen Food Pro- 
ducts, Inc., which is a research or- 
ganization. 


Buried Treasure 


In our May 8 issue, we answered 
an inquiry regarding a stock that 
a subscriber thought was worth- 
less as the company had gone out 
of business. Upon investigation we 
found that the company had been 
purchased by a large, successful 
corporation and the stock ex- 
changed was now worth approxi- 
mately $4,383. 

The above reminded some of our 
readers of stocks they owned, 
which they thought were worth- 
less but they asked us to check on 
them anyway. While most of these 
issues proved worthless, some have 
after research shown they have 
substantial value. One man found 
an old stock certificate buried in a 
trunk in his attic. We looked up 
this stock and found it represented 
a company that was merged into 
another and now had a market 
value of avout $2250. 

We urge our readers to notify 
corporations in which they own 
stock of any change of address, 
even if no dividends are paid or the 
stock has slight market value, as 
these situations may improve and 
the market values become substan- 
tial. Thus they will be posted on 
new developments in these issues. 


We have devote a lot of time 
looking up these obsolete stocks, 
sometimes having to go back to 
records of thirty years or so ago. 
We have done this free, but now 
have decided to charge a service 
fee which will depend on the re- 
search, effort and value discovered. 


American Potash & Chemical 
Corporation 

Please advise earnings, dividends, 
and expansion plan of American Pot- 
ash and Chemical Corp. 

H.B., Reading, Pa. 

Production and sales of Ameri- 
can Potash & Chemical Corp. at- 
tained an all-time high in 1947 
and income increased approxi- 
mately 40%. Output of chemicals 
at the company’s desert plant at 
Trona, north of Los Angeles, 
totalled 594,764 tons in 1947, a 
record figure. Sales totalled $13,- 
637,700, compared with $10,738,- 
368 in 1946. After deducting divi- 
dends of $206,111 on the 70,000 
shares of $4.00 cumulative pre- 
ferred stock sold in March, 1947, 
earnings on class “A” and “B” 
stocks amounted to $1,900,208, 
equivalent to $3.60 a share, com- 
pared with $2.87 in 1946. 

The first unit of the new 
$2,000,000 power plant expansion 
will be completed in May and the 
second will be ready in October. 
Construction of the new $5,000,- 
000 soda ash-borax plant has pro- 
ceeded on schedule and it is an- 
ticipated that these new facilities 
will be completed in June. Earn- 
ings from this production should 
be available during 1948. 

Earnings for the first quarter 
of 1948 are estimated at approxi- 
mately $483,000 or about 78c 
a share on the A and B Stocks. 
This compares with approxi- 
mately $575,000, or $1.07 a share, 
in the first quarter of 1947 and 
reflects higher fuel oil costs, the 
most recent increase of 50c a 
barrel being effective December 
30, 1947. The stock is listed on 
the New York Curb and divi- 
dends payments in 1947 totalled 
$1.50 on the A and B Stocks and 


(Continued on page 256) 
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Bendix Home Appliances, Inc. has delivered and 
installed eighty deluxe automatic electric washers in 
Hong Kong and expects to market a total of 300 by 
the end of the year. This British Crown Colony is the 
latest foreign market to ve exploited by the company. 


tound-the-world video is predicted by E. M. Delo- 
raine, technical director of International Telephone 
and Telegraph Corp. He states that by means of 
microwave links, which will make it possible to 
transmit television programs over great distances 
with fidelity, events in distant parts of the world can 
be brought into the living room. 


Dow Chemical Company has announced a new 
pricing system on all new orders for magnesium ex- 
trusion. This is expected to result in an average 
price reduction of approximately 10 per cent and 
bring many extruded shapes into direct competition 
with aluminum. 


According to J. W. Frazer, president of Graham- 
Paige Motors Corp., the small, low-priced tractor of 
the type recently introduced by this company will 
open an entirely new market for farm mechanization. 
Priced under $700, the tractor should enable more 
than two million 500-acres-or-less farmers to become 
mechanized. 


The rubber industry may soon have something 
new to present to the world. This is a synthetic rub- 
ber made in a flash so fast that it jumps. Called alfin, 
the new rubber is extremely tough. Spokesmen be- 
lieve that it may eventually replace all natural and 
government-synthetic rubbers in auto tire treads. 

The Frigidaire Division of General Motors Corp. 
has introduced a number of new household refrig- 
erators, electric ranges, a dehumidifier, farm freezers, 
air conditioners, and commerical refrigation equip- 
ment. The refrigators and ranges carry a price re- 
duction of 5 per cent. 


Up five-fold from prewar sales levels, the auto- 
matic control business is now planning for a sharp 
new rise under the stimulus of the European Recovery 
Program, according to A. Michelson, regional vice 
president of Minneapolis-Honeywell Regulator Co. 
He foresees a steadily increasing market. 


Tired of natural gas shortages, which cut into 
production each winter, large Western Pennsylvania 
industries are prospecting on their own. Among sev- 
eral companies that have vegun or expanded drilling 
activities since the postwar shortage arose are West- 
inghouse Electric, Alleheny Ludlum Steel, and Pitts- 
burg Steel. 


Producing at an all time record rate, the General 
Electric turbine plant at Schenectady turned out 
enough turbine-generators in the first four months 
of this year to supply home and industrial power to a 
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city of more than 2,500,000 population. Combined 
-apacity of generators totalled more than 960,000 
kilowatts. 

United States Rubber Company has developed a 
new corrosion-proof plastic pipe for use in chemical, 
manufacturing, mining, and other industries. The 
pipe is made of the company’s Kralite plastic, which 
is a blend of synthetic rubber and thermoplastic 
resins. It will be available in various sizes and forms. 

Steel cables are to wear nylons! These nylons are 
probably the longest ever made, extending up to half 
a mile in length. Thin, tough, and with great tensile 
strength, they are used to protect the cables from 
corrosion in oil wells. American Steel & Wire Co. is 
the “fitter.” 

A new-type acetate motion picture film with: un- 
usual safety qualities has been produced by Eastman 
Kodak Co., topping research that was originally 
begun in 1920. Of low shrinkage, and with great 
resistance to moisture, the new film will be free from 
“buckle” and have less image distortion. 


Technological improvements that were largely held 
in abeyance during the prolonged sellers’ market are 
finally coming into their own in the textile industry, 
heralding a period of increasing competition. Current 
emphasis centers around lowering mechanical operat- 
ing costs. 


Contrary to popular opinion, the Bell Telephone 
System does not have a monopoly on the telephone 
business in the United States. General Telephone 
Corporation points out the fact that it operates 1,022 
exchanges in nineteen states. In addition, there are 
about 6,000 non-Bell System telephone companies 
throughout the country. 


The Hilton Hotels Corporation has formed a sub- 
sidiary company to develop and operate hotel proper- 
ties outside continental United States, with particu- 
lar attention to commerical and travel centers of the 
western hemisphere. Company believes that first 
class hotel facilities will encourage industrial and 
tourist growth in our neighboring countries. 


As part of its $125,000,000 postwar expansion pro- 
gram to help relieve the national shortage of 
aluminum products, the Aluminum Company of 
America will soon start to erect a large production 
plant in Texas. The plant will add 22,000,000 pounds 
of capacity to the present annual potential of 650,- 
000,000 ponuds. 


Pure Oil Co. has started production from the deep- 
est level of any oil well in the world. Production is 
from 120 feet of frontier sand in Natrona County, 
Wyoming, and is coming from a depth of 14,309 feet. 
On its original test, the well flowed 1413 barrels of 
44-gravity oil in 41 hours. 
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Whats Ahead por Business? 


K. A. 


By E. 


The General Motors-USW wage agreement, in all likeli- 
hood setting a pattern not only for the automobile industry but 
for others also, augurs well for early restoration of industrial 
peace. Not only that, but it 
now seems less likely that we 
will have major wage in- 
creases over a broad area of 
industry. 

True, John L. Lewis is 
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I, again holding the spotlight 
E of the labor stage and his 
devious maneuvering for 

190 position are as yet difficult 


to interpret in terms of what 
_ we may expect when the 
coal miners’ contract expires 
on June 30. However, it 
would be premature to con- 
clude that another lengthy 
coal strike is unavoidable. 
Rather there is some opinion 
that the new coal crisis now 
shaping up may be capable 
of relatively easier solution 
than the one just past, per- 
haps with no more than a 
small face-saving increase in 
miners’ wages. At the pres- 
ent stage, this must necessar- 
ily remain conjecture, but 
there is evidence of a turn in 
the labor tide, brightening 
the prospect of an end to 
postwar wage-price spirals 
and ultimate adjustment of 
our price structure to a 
healthier basis, one more 
conducive to maintenance of 
sound prosperity. 

Perhaps something like 
this, the prospect of greater 
stability in price-wage-profit 
ratios, lies at the bottom of 
the latest revival of stock- 
market strength, quite apart 
from the generally favorable 
business outlook. The fact re- 
mains that third round wage 
gains have been lagging 
and almost certainly point 
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to a slowing of future wage pressure, in itself constructive. 

Meanwhile our economy is once more running at full steam. 
Industrial production has rebounded close to the year’s high 
and except in some soft goods lines, there are few disturbing 
clouds on the horizon. The combination of defense spending, 
European relief and a cut in personal taxes—all on top of 
record consumer income and every prospect of continued full 
employment, has apparently convinced the majority of busi- 
ness leaders that there can be no recession in the immediate 
future. And revived confidence in the business outlook is add- 
ing a stronger tone to retail markets which have been enjoying 
good business at prices just below so-called “resistance points. 

One reason is that while consumers have become more 
selective and while consumer needs are far less pressing than 
a year ago, purchasing power remains impressive. So does 
overall spending. Consider a few figures. In the first quarter 
of 1948, total spending, according to the Commerce Depart- 
ment, hit an annual rate of $244 billion compared with $240 
billion in the final 1947 quarter. Of this total, consumer spend- 
ing accounted for $173 billion, up $1 billion over the fourth 
quarter. Business spending jumped from an annual rate of 
$29.9 billion to $36 billion. On the other hand, Government 
spending rose only from $30 billion to $31 billion, and the 
export surplus fell from an annual rate of $8-2 billion to $4.2 
billion. 


Business Outlays Important 


Note that consumer spending was at a historical high. Even 
if price increases accounted fully for the gain, overall volume 
remained quite heavy. But also note the sharp and significant 
advance in business spending, undoubtedly providing one of 
the principal underpinnings of the present boom. By com- 
parison, consumer and Government spending rose only mod- 
erately. But in the months ahead, not only Government spend- 
ing but exports are due to rise appreciably as preparedness 
and foreign relief programs are being activated. 

This explains why despite existing cross-currents, most notice- 
able in non-durable goods fields such as certain lines of tex- 
tiles and apparel, overall output will continue to bump against 
existing ceilings, at least for some time to come. And con- 
tinued high overall activity insuring full employment and a 
high rate of personal incomes cannot but sustain trade at 
highly satisfactory, though not necessarily rigid levels. And 
any progress in the field of price adjustment, as current experi- 
ence in retailing shows, is bound to add rather than subtract 
from this potential. 

But the figures cited before also hold a warning. The bulk 
of the spurt in business spending has been due to heavy ac- 
cumulation of trade inventories, mostly at the retail level. 
Increasingly, in the future, the speed with which goods move 
into consumption will determine the level of production. 
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The Business Analyst 


HIGHLIGHTS 





MONEY AND CREDIT—During the latest period under re- 
view, commercial loans by banks have been rising in contrast 
to the recent downtrend. Weekly reporting member banks in 
the week ended May 12 reported a gain of $201 million, 
whereof $116 million in New York City alone. Whether this is 
the beginning of a new uptrend remains to be seen. Any sus- 
tained advance in loans, particularly in the New York and 
Chicago areas, would have certain inflationary implications, a 
trend, incidentally, that is currently encouraged by Adminis- 
tration policies to counteract deflationary cross-currents in our 
economy. 


TRADE—A noticeable pickup has taken place in retail sales 
which in the past few months have tended to flatten out. Sales 
volume at retail stores in April, on a seasonally adjusted basis, 
even exceeded the high established at the end of last year. 
Merchants’ optimism over future business was reflected by a 
goodly increase in new orders for manufactured goods, which, 
breaking out of a year-long decline in relation to sales, rose 
5% on a daily average basis from February to March. There 
is an increase in consumer demand for many types of seasonal 
merchandise but also an increase in request for consumer 
credit. Wholesale centers report substantially greater interest 
for merchandise with a moderate rise in new order volume but 
retail buyers, on the whole, remain selective. 


INDUSTRY—Because of work stoppage in the coal mines and 
the resultant slackening in the output of steel, retarding the 
assembly rate of broad categories of durable goods, industrial 
output in April — preliminary in terms of the FRB Industrial 
Production Index — declined to 187% of the 1935-39 average 
compared with 192% in March. Durable goods were off to 
219%, from 230%, non-durable goods to 174% from 179%. 
Output of minerals held at 140°, unchanged from the March 
rate. Production however bounced back in May, though the 
May Index may still fall somewhat short of the pre-strike high. 
Our own Business Activity Index, on a per capita basis, stood 
at 168.0 on May 15, closely approaching the year's high 
established in January. 


COMMODITIES—The present hesitation in the commodity 
markets is largely due to the fact that agricultural prices are 
extremely vulnerable. The 1948 crop picture in all probability 
will be quite different from last year’s, and if so, incisive 
changes may be expected later on. This prospect, for the 
moment, is not finding reflection in primary markets except by 
introducing hesitancy. Most farm products and foods are hold- 
ing firm, and living costs as measured by the BLS rose in April 
to the highest point yet, more than offsetting the decline that 
occurred from January to March. A turn, however, may come 
once crop prospects become better clarified. Industrial raw 
material prices continue strong. Among major groups, iron 
and steel, non-ferrous metals and pulp and paper currently are 
higher than in January. Building materials are rising, and 
chemicals firm. Only the textile group is tending downwards, 
except wool which scored new sharp advances in price. 
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Steel Production is further improving, with the operating 
rate for the week of May 24 at 96.8%, of capacity compared 
with 95.4% the week before. This is better progress than gen- 
erally expected, bringing the industry close to pre-coal strike 
operations. A new coal strike, however, could quickly change 
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the picture though it would be premature at this stage to pre- 
dict such a contingency while John L. Lewis is still maneuvering 


for position. 
. * * 


Estimated bookings of Fabricated Structural Steel in 
April were 151,139 tons, bringing the total for the first four 
months of the year to 655,015 tons, an increase of 21% over 
last year and 49%, greater than in the five-year period 1936-40. 
Shipments were 149,341 tons, and for the first four months— 
604,289 tons, attesting to the small margin between output 


and demand. 
* x * 


The foregoing has some bearing on Building Activity, 
off to an excellent start in the current construction year. 
Housing ‘“‘starts"” reached 90,000 in April, and 25°% more 
“starts” have been reported for the first four months than in 
the same period last year. Public construction in April rose by 
about one-fourth, largely because of the increase in highway 
work, Official figures now indicate that contractors and build- 
ers will handle $16.7 billion in new construction volume this 
year, instead of the $15.2 billion originally estimated. 

* * * 

The Gross National Product advanced to an annual 
rate of $244 billion in the first quarter of 1948 compared with 
$241 billion in the preceding quarter. The slackened rate of 
increase in its money value reflects the easing of inflationary 
tendencies that a characterized the second half of 1947. 


(Please turn to the following page) 
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Latest Previous Pre- 
Wk. or kor Year Pearl PRESENT POSITION AND OUTLOOK 
Date Month Month Ago _— Harbor 
MILITARY EXPENDITURES—Sb (e) | April 0.12 034 0.18 1.55 (Continued from page 245) 
Cumulative from Mid-1940 April 364.4 364.3 349.7 13.8 Personal Consumption ee 
were at an annual rate of $173 billion, an 
FEDERAL GROSS DEBT—Sb May 20 252.1 252.0 257.5 55.2 increase of less than $1 billion over the 
sence anima oals fourth quarter. But Domestic Business 
Investment increased sharply, from $30 
Demand Dapete~t Centers} May 12 46.3 a “7 = billion to $36 billion, at annual rates, the 
Currency in Cire ysl ae vs bulk of it due to heavy accumulation of 
BANK DEBITS trade inventories, mostly at the retail level. 
$2 *# 
New York City—$b May 12 8.8 9.0 8.3 4.26 Publicly reported Cash Dividend Pay- 
93 Other Centers—$b May 12 et tet 10.6 760 | ments by U. S. Corporations in April 
amounted to $456 million, an increase of 
PERSONAL INCOMES—Sb (ed3) —_ aap she tc er 14%, over the $398.8 million paid during 

Seleries a ‘Woges___ ot ae i TR rea April 1947. Payments by mining corpora- 

Proprietors —. — ; ‘ ‘ , tions were up 53%; those by corporations 

: ‘ ~ ~ Div eat ne ey: = py engaged in wholesale and retail trade 199%, 

<oeceptpliagen.ntiguaenmammmmmnmed Mripbate : . : ‘ while railroad dividends rose 15%. Manu- 
(INCOME FROM AGRICULTURE) | March 229 23.1 21.8 10.1 facturing corporations tncreased their dis- 
bursements by 14%, though with substantial 

CIVILIAN EMPLOYMENT—m (eb) | April 583 57.3 567 51.8 ~~ ee 

Agricultural Employment (cb),___ April 7.5 6.8 8.9 8.8 yee = J sae at vie sub- 
iieiieiaii Mianalainainths,..\ tort ‘9 1h 154 13.8 | divisions. Thus ’ re ordi « ursements 
Employees, Government (Ib) | April 5.4 5.4 5.4 4.8 oe 4470, — machinery 19 Tos 

UNEMPLOYMENT—m (cb) April 2.2 2.4 2.4 3.8 | and automobiles 17%. The only decrease, 
e : of 5%, occurred in the transportation 
FACTORY EMPLOYMENT (1b4) | March 156 155 154 47 rere 
Durable Goods March 183 183 8! 175 A new peak level in the average hourly 
Non-Durable Goods March 135 135 133 123 and weekly Earnings of Production 
FACTORY FAYROLLS (1b4) March 348.9 344.7 314.1 198 Workers highlighted the March survey of 
payroll statistics in 25 manufacturing in- 
gr vosse be raeagap oan ne i an ~ “a pre dustries undertaken by the National Indus- 
if ° . ° . . ° 
Hourly Wage (cents) March 1293 1290 1180 78,1 _| ‘tial Conference ome so O17 ei all 
Weekly Wace ($) March as eo an ae oe oe eS Se we 
cit : ; ; . workers, a slight decline from the February 
PRICES—Wholesale (1b2) May I5 163.5 162.6 147.0 92.2 level. cae cal 
billion to a total of $11.7 billion at the end 
COST OF LIVING (1b3) March 15 166.9 167.5 156.3 110.2 of March, approximately half of it due to 

Food : March 15 202.3 204.7 1189.5 113.1 | normal seasonal changes. Wholesale in- 

Clothing March 15 196.3 195.1 184.3 113.8 ventories rose $360 million during the 

Rent March 15 116.3 116.0 109.0 107.8 month; manufacturers’ stocks were fraction- 

RETAIL TRADE—$b scdlttie —" 

Retail Store Sales (cd) Feb. 8.91 9.69 7.83 4.72 Employment, both farm and non-farm, 
Durable Goods Feb. 213 aI 1.77 1.14 | advanced in April, reflecting in part sea- 
Non-Durable Goods Feb. 6.78 7.37 605 3.58 | sonal influences. Unemployment at 2.2 mil- 

Dep't Store Sales (mrb)_______| Feb. 1.02 0.78 0.55 0.40 | lion was moderately lower than in March. 

Retail Sales Credit, End Mo. (rb2)_| Feb. 529 606 4.20 - 5.46 z aon . 

The sharp postwar rise in our Business 
MANUFACTURERS’ Population ceased and even fell a in 

New Orders (cd2)—Tetal Feb. 251 251 254 181 ae industries — the second halt of 
Reehiin Minaile na. 287 291 295 221 ne year, and the trend continues. Never- 
pn Mitte Maal Feb. 229 227 229 157 theless, the business population as a whole 

Shipments (ed2)—Totel a 310 320 290 184 rose by 200,000 during 1947, and a further 
Durable Goods ie! 331 351 311 223 increase is reported for 1948. This is in line 
Neo Mischle Goods rae 300 300 275 158 with the high level of business activity, but 

there has been considerable variation 

BUSINESS INVENTORIES, End Mo. among individual industries. The total num- 

Totel—$b (cd) Feb. 472 459 349 267 | ber of firms operating at the end of last year 

was 3,850,000, a gain of 60,000 over June 

a “ng mm et wi ' = that year and of 800,000 over June 1945. 
Wholesalers’ : A : : ; i ss oe 

Retailers’ Feb. 10.7 10.0 8.7 7.2 Freight Car Builders had unfilled 

Feb. 2.18 1.90 1.96 1.4 | orders for 135,176 units on May 1. This was 





Dept. Store Stocks (mrb) 
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Latest Previous Pre- 
eis bd bse ~~ Ra» PRESENT POSITION AND OUTLOOK 
a on on go arbor 
ewe IVITY—I—pe i ; ~ mg 167.3 1594 141.8 a gain of “a 10,000 over the backlog of 
Se ee ~v 68.7 187.9 = 17661465 April 1. In the first four months of 1948, the 
INDUSTRIAL PROD.—1—ap (rb) | April 186 192 187 174 railroads put 31,704 new freight cars into 
erg — par b pe pe - . service. In the same period, however, 
urable Goods; ab i i 
cea w——| sett tme_ Fk | BG ihe em we rte Te 
CARLOADINGS—t—Total May 15 847 880 887 833 come, since retirements are likely to con- 
Manufactures & Miscellaneous____| May !5 366 390 386 379 tinue substantial, and for a considerable 
iin 4 CA. May 15 107 110 121 156 ‘od ‘ 
Seals May 15 38 41 42 43 sista Poa ae 
ELEC. POWER Output (Kw.H.)m | Moy!5 = 5,108 += 5,087 4,615 3,267 ) spr demand has cushioned the back- 
og of Tire Manufacturers, and industry 
May I5 13.2 12.7 12.8 10.8 “sae " 
Se m May 15 2019 1887 2388 446 angers are estimating 1948 replacement 
Stocks, End Mo Feb. 48.4 49.6 47.8 61.8 sales at 35°, over peo Though back to 
Be a normal seasonal pattern of sales, this 
—(bbis.) m . . tg 
aes Mey ga 64 50 i spells continued high volume and satisfac 
a May 15 108 109 99 86 tory earnings in contrast to earlier dire ~~ 
Fuel Oil Stocks May 15 52 51 44 94 dictions of a sharp falling off of either. 
Heating Oil Stocks May I5 36 35 32 55 What's more, the plunge into regular com- 
May 15 471 450 500 632 petitive selling proved not nearly as un- 
ener End Mo. (bd. fe} b March 5.6 5.6 5.1 12.6 pleasant as many had feared. 
— = + 2 
April 6.22 7.61 7.04 4.9 ° ° 
“7. — =. at) m April 28.5 22.0 279 Ba es previous quarterly production records 
umulative trom Jan. in the Pulp and Paper Industry were 
ENGINEERING CONSTRUCTION | 4.9, ‘i ia = “ broken in the first quarter, resulting in the 
AWARDS—Sm (en) rn 20 +2547 «+2315 2,112 5,692 further improvement of the supply-demand 
Cumulative from Jan, {___ relationship for practically all grades and 
MISCELLANEOUS items of paper, board and products. But 
Paperboard, New Orders i _- ae 15 i 214 154 165 this should not be construed as a harbinger 
Wood Pulp Stocks, End Month (st)t_| Feb. 4 91 74 98 of a soft market; mill allocations remain for 
U. S. Newsprint Consumption (st)t..} Feb. 308 292 258 352 
Do., Stocks {mpt) End Month (st)t| Feb. 448 461 439 523 most manufacturers on most grades as de- 
Secensiic Ratan Mehedinnan,. send 6.8 63 19 4.9 | mand runs heavy, but allocations have 
Anthracite Coal Production (st)m—— | March 4.9 4.6 49 3.8 been increased, deliveries are more prompt. 





b—Billions. cb—Census Bureau. cd—Commerce Dept. cd2—Commerce Dept. (Avge. Month 1939—100). cd3—Commerce Dept., 
seasonally adjusted monthly totals at annual rate, before taxes. cdib—Commerce Dept. (1935-9—I100), using Labor Bureau and other 
Data. e—Estimated. en—Engineering News-Record. |—Seasonally adjusted Index (1935-9—100). Ib—Labor Bureau. !b2—Labor Bureau 
(1926—100). 1!b3—Labor Bureau (1935-9—100). !b4—Labor Bureau, (1939—100). It—Long Tons. m—Millions. mpt—At Mills, Publishers, 
and in Transit. mrb—Magazine of Wall Street, using Federal Reserve Board Data. np—Without Compensation for Population growth. pe— 
Per Capita Basis. rb—Federal Reserve Board. rb2—Federal Reserve Board, instalment and Charge Accounts. st—Short Tons. t—Thousands. 
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No, of ——— 1948 Indexes ——————- |_ (Nov. 14, 1936, Cl—1i00) High Low May!I5 May 22 
Issues (1925 Close—100) High Low May !i5 May 22 100 HIGH PRICED STOCKS. 89.7 75.27 88.3 89.7A 
312 COMBINED AVERAGE _____ 148.4 119.0 144.9 148.4A 100 LOW PRICED STOCKS.___ 176.3 135.10 169.8 176.3A 
4 Agricultural Implements _— 222.5 178.8 222.2 222.5B 6 Investment Trusts _..______ 68.5 50.0 66.3 68.5B 
11 Aircraft (1927 Cl—1!00)_ 189.9 134.3 188.1 187.2 3 Liquor (1927 Cl—1i00)____._ 797.2 637.7 752.4 797.2A 
6 Air Lines (1934 Cl—100)_ 516.3 430.3 500.1 511.0 9 Machinery _ s«éd'74«200 136.8 169.6 174.0B 
6A t 101.3 78.7 95.7 101.3A 3 Mail Order SS s«*'2202« 89.8 117.9 120.5A 
13 Automobile Accessories ___. 213.8 171.1 205.7 213.8A 3 Meat Packing _.__—SSSSsé«~I'092-.4 92.0 106.2 109.4A 
12 Automobiles SS t—iéi3. 31.4 38.0 39.1A 13 Metals, non-Ferrous 183.1 138.0 177.6 183.1A 
3 Baking (1926 Cl—100)____ 19.2 16.4 18.8 19.2A 4 Paper 45.1 34.1 44.0 45.1Z 
3 Business ‘Machines _.....__._ 285.9 224.7 279.5 285.9A 24 Petroleum ———_____._ 275.3 199.5 263.9 275.3Z 
2 Bus Lines (1926 Cl—1!00)____ 163.0 133.4 163.0A 162.4 19 Public Utilities ..._._—~_—«4177.8 97.8 115.8 117.8A 
S Chemicais 2 262.0 221.6 256.6 262.0B 5 Radio (1927 Cl—i00)___.__ 24.9 17.6 23.9 24.9B 
2 Coal iMining? 28.6 14.7 21.6 23.6B 8 Railroad Equipment 65.3 52.9 63.9 65.3A 
4 Communication —_____._ 53.8 42.3 51.3 53.8A 24 Railroads 27.5 20.5 26.8 27.58 
14 Construction. 69:0 56.6 66.5 69.0B 3 Realty 26.1 21.1 25.3 26.1A 
T GContamere:. 5 SSR 287.1 329.1 337.5A 2 Shipbuilding ___ 139.0 102.3 136.0 135.8 
2: Copper & eras REG 92:0: 125 115.7B 3 sate Erinks SRS 31.2 454.0 466.0 
2 Dalry Produce: 2. 56S 50.7 55.5 56.1 14 Steel & lron._____—séw'‘''G. 6.2 113.3 116.7A 
5 Department Stores ___-_._ 70.0 53.9 68.1 70.0A 3 Sugar 51.5 44.8 48.5 515A 
6 Drugs & Toilet Articles 180.3 149.8 176.0 180.3A 2 Sulphur 260.7 206.6 257.6 260.7B 
2 Finance Companies 244.9 199.4 237.9 244.9A 5 Textiles 163.0 118.9 157.2 163.0B 
7 Food Grands... 176.0 152.8 170.3 172.5 3 Tires & Rubber 32.8 27.5 32.2 32.8A 
2\Réod Stores a5 6G 59.7 64.3 65.7 6 Tobacco 69.3 62.4 66.5 67.9 
3 Furniture 83.7 70.9 81.8 83.7A 2 Variety Stores _____ 321.6 286.9 319.1 321.6A 
3 Gold Mining _..__-—-—SO7758..1 694.2 705.8 . 738.9 17 Unclassified (1947 Cl—100) 107.5 90.0 105.2 107.5A 








New HIGH since: A—1947; B—1946; Z—AIlll time HIGH. 
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Trend of Commodities 





Evening-up operations in May deliveries of grains resulted 
in considerable irregularity and the expectation is that markets 
henceforth will reflect supply and demand developments more 
closely. Wheat generally averaged somewhat higher, affected 
by continued dry nondlees in the West and Southwest. Cro 
comments from Europe remain favorable and import a 
this year are expected to be much smaller than in the preced- 
ing season. France may harvest a crop almost sufficient for 
domestic needs if the present outlook is maintained. Corn 
planting is making rapid progress due to favorable weather 
and if there is little rain, the bulk of the acreage is expected to 
be planted by June 1, which is the ideal period. Nothing is 
known about the acreage as yet, but private reports generally 
indicate a moderate increase over last year. Favorable crop 
reports continue to have a depressing effect on deferred deliv- 


eries of oats but movement of cash oats has been fairly heavy. 
Lard prices ranged higher, partly due to an upturn in cotton- 
seed oil. Cotton moved irregularly but the general tendency 
was towards lower levels, with favorable weather an important 
factor. Census Bureau placed April consumption at 830,000 
bales, a decline for the month of 48,000 bales. Support prices 
for 1948 crops were announced by the Department of Agricul- 
ture as follows: Oats 70c a bushel compared with 63c in 1947; 
barley $1.15 against $1.03; rye $1.29; grain sorghums $2.31 a 
hundred pounds. Loans on stored wheat will be made any 
time from harvest to the first of the year. The support price of 
wheat will be 90%, of the parity price calculated as of June 15. 
Present parity price is $2.20 a bushel, on which the loan would 
be $1.98. Loan rates on other grains are based on April 15 


parity. 
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U. S. DEPARTMENT OF LABOR INDEX OF 28 BASIC COMMODITIES 
Spot Market Prices — August, 1939, equals 100 


Date 2Wk. I:Mo. 3Mo. 6Mo. 
May24 Ago Ago Ago Ago Ago 1941 


28 Basic Commodities 








RAW MATERIALS SPOT INDEX 
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14 Raw Materials, 1923-5 Average equals 100 


Dec. 6, 1941—85.0 
1943 1941 1939 
92.9 85.7 78.3 
89.3 74.3 61.6 


Aug. 26, 1939—63.0 

1948 1947 1945 
163.6 164.0 95.8 
150.6 126.4 93.6 


1938 
65.8 
57.5 





High 
Low 
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1Yr. Dec.6 


322.8 321.3 318.9 319.7 358.0 298.6 156.9 
11 Imported Commodities 277.5 274.2 270.6 283.5 316.0 274.7 157.5 
17 Domestic Commodities__ 356.1 356.0 354.7 345.6 388.1 315.1 156.6 


1937 
93.8 
64.7 


Date 2Wk. | Mo. 3Mo. 6Mo. 1 Yr. Dec.6 
May24 Ago Ago Ago Ago Ago 1941 
7 Domestic Agriculture — 390.8 378.0 370.5 363.9 402.6 342.6 163.9 
12 Foodstuffs 408.1 403.2 395.3 390.1 451.1 353.0 169.2 
16 Raw Industrials 275.2 274.6 271.5 274.7 294.8 263.0 148.2 


COMMODITY FUTURES INDEX 


FEB. MAR. APR. MAY 
170 | 











DOW-JONES 
COMMODITIES INDEX 



































Average 1924-26 equals 100 





1948 1947 1945 1943 1941 1939 1938 1937 
High 168.63 175.65 106.41 96.57 84.60 64.67 54.95 82.44 
Low _._____._ 144.24 117.14 98.96 88.45 55.45 46.59 45.03 52.03 
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Around the World 4 


with JOHN LYONS 














_Menaeiinats suspension of exchange per- 
mits involving dollars and other “hard” currencies 
is focusing attention on the economic crisis in that 
country which has been slowly building up in recent 
months and now appears headed for a climax. It 
has also led American bankers to call a halt to any 
financing of shipments to Argentina, at least until 
clarification of the new regulation is obtained. U. S.- 
Argentine trade, in other words is virtually at a 
standstill as far as U. S. shipments are concerned, 
and the same is probably true of Argentine trade 
with other “hard” currency nations. 

Something of the sort has of course been expected 
for some time. Indication of an approaching crisis 
was seen in Argentina’s making it impossible for 
corporations domiciled there to pay dividends to 
American holders, in forcing insurance of shipments 
by Argentine companies and other such measures 
designed to hold the outgo of dollars to a minimum. 
The crisis is a dollar crisis, a well-known postwar 
phenomenon that is afflicting many countries. 


Argentine losses of gold and “hard” currency re- 
serves over the last year have been very substantial. 
Her big hope to recoup, or at least to acquire enough 
dollars to resume more normal trade, is through 
operations of the European Recovery Administra- 
tion. With her dollar till virtually empty, few coun- 
tries will welcome ECA’s offshore purchases more 
than Argentina. But whether she will get from ECA 
a dollar transfusion large enough to overcome the 
present crisis remains a moot question. 


The dollar crisis is real enough, without doubt, 
thus the suspension of exchange permits for the 
importation of USA goods can hardly be viewed as 
an attempt to improve Argentina’s bargaining posi- 
tion with respect to ECA purchases, as some might 
be inclined to think. When it comes to discussing 
ECA buying in Argentina, the U. S. at any rate 
will have the upper hand and indications are that 
we will make good use of our position. Thus Argen- 
| tina’s high-handed trade tactics, especially against 
_ this country, will have to be modified first. ECA is 
likely to insist that Argentina give American busi- 
nessmen a better break before coming to Argen- 
tina’s economic rescue. 
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Canada’s Dilemma 


As far as dollar shortage is concerned, our neigh- 
bor to the north, Canada, is in a similar position, 
in fact, is squeezed between an acute dollar shortage 
and the biggest business boom in her history. The 
dollar shortage is responsible for the country’s pres- 
ent dollar-saving “austerity” program, that is severe 
restriction of USA imports. The business boom has 
brought a record $670 million budget surplus last 
year, small potatoes for us but a sizable amount for 
Canada. As a consequence there have been hopes of 
substantial tax reduction, but these have been quick- 
ly dashed by Finance Minister Douglas Abbott who 
suggested only minor tax cuts. Instead, the Govern- 
ment wants to hold down inflation, pay off some of 
Canada’s debts in these good times, and build finan- 
cial reserves against emergency defense needs. “A 
substantial surplus will help keep our powder dry,” 
Mr. Abbott holds. 

The dollar crisis, on the other hand, has for some 
time been stirring up a far-reaching debate over 
the country’s economic dependence on the United 
States. While revealing abundant good will, the sub- 
ject is being discussed with much frankness, and 
even with some asperity. Some extremists go as far 
as demanding self-sufficiency for Canada. At the 
other end are found advocates of economic union 
with the United States. Basic of course is the fact 
that a break-down has occurred in Canada’s tradi- 
tional pattern of international trade which ranks 
third among all the nations in volume. It is a trade 
which has enabled Canada to achieve a standard of 
living second only to that of our own country. 

The dollar famine developed because Canada has 
not been able to convert export surpluses into dollar 
exchange, and if is feared that the outlook portends 
a prolonged, if not more serious plight than so far 
experienced. Here, too, the Eupeopean Recovery pro- 
gram provides almost the only silver lining. If 
ECA’s pump-priming dollars succeed in putting 
Canada’s foreign customers (mainly in Europe) and 
their currencies once more on a healthy basis, per- 
mitting convertibility of Canada’s export proceeds 
into USA dollars, the problem will be nearer solu- 
tion. Even at best, this (Please turn to page 251) 
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“The outward ferms the inward man reveal’ 
OLIVER WENDELL HOLMES 


Why fabrics get better all the time 


31 CHEMICALS helped make that shirt! 


And those chemicals— plus many others— bring you 
brand-new fabrics of finest quality. They create new color 
effects and radiant “combination” tones and patterns in 
modern clothing ... rugs... draperies .. . blankets. These 
better fabrics are made possible by better materials. 


Chemically made fibers, for example, that challenge 
nature’s best in wear and appearance. Better chemicals, too, 
in wetting agents ...shrink-proofing treatments. ..solvents 
for dyes .. . and other “musts” that are a part of modern 
textile manufacturing. 


Also in the picture are stainless steels for dyeing vats 
that are easy to clean and resistant to corrosive acids and 
alkalies. Plastics for bobbins, pins, levers, control handles 
and for many another tool-part. And even such new and 
better materials as synthetic sapphire for the thousands of 
thread guides on huge textile machines. 

Producing these better materials and many others—for 
the use of science and industry and the benefit of mankind 
—is the work of the people of UNION CARBIDE. 

FREE: You are invited to send for the illustrated booklet, “Products 


and Processes,” which describes the ways in which industry uses 
UCC’S Alloys, Carbons, Chemicals, Gases and Plastics. 


Unton CARBIDE 


AND CARBON CORPORATION 


30 EAST 42ND STREET [fda NEW YORK 17, N. Y. 








Products of Divisions and Units includ. 








LenpE OxyceN « Prest-O-Lite ACETYLENE + BAKELITE, KRENE, VINYON, AND VINYLITE PLASTICS 
Pyrorax Gas « Nationat CARBONS ¢ EVEREADY FLASHLIGHTS AND BATTERIES * ACHESON ELECTRODES 


PRESTONE AND TREK ANTI-FREEZES « ELECTROMET ALLOYS AND METALS 
Haynes STELLITE ALLOYS ¢ SYNTHETIC ORGANIC CHEMICALS 





Oil Race Goes Undersea 





(Continued from page 239) 


Phillips Petroleum Company 
has made particularly satisfactory 
progress with off-shore oil opera- 
tions. The company owns a half 
interest in a well ten miles sea- 
ward from Louisiana that is flow- 
ing 25 degrees oil at the rate of 
900 barrels per day from a ground 
depth of less than 2000 feet. Phil- 
lips holds leases on 40,000 acres of 
underwater land off the shores of 
this state and Texas, subject to 
favorable Congressional action as 
to the state titles, and an addi- 
tional 44,000 acres not considered 
subject to these restrictions, but 
located in other Gulf Coast waters. 

Plymouth Oil Company, jointly 
with some other petroleum con- 
cerns, has been conducting exte.)- 
sive exploratory work for several 
years along the Gulf Coast, and 
this group acquired leases from 
the state of Texas covering 120,- 
000 acres. Rather recently this 
group organized Melben Oil Com- 
pany to take over the leases, and 
Plymouth owns 25% of the 
shares. Ohio Oil Company comes 
strongly into this picture through 
a half interest in the leases and 
its agreement to drill at least 
two 10,000 foot wells free of cost 
to others in the group. If either 
of these wells proves commer- 
cially productive, Ohio will drill 
two more, plus one more subject 
to the same qualifications. A 
prompt start on the drilling op- 
erations was assured by the 
agreement. 


Widespread Interest 


Because the boom in undersea 
oil operations is still in its in- 
fancy, it is not entirely clear as 
yet as to just how extensively 
many of the large oil concerns 
have progressed. It can be taken 
for granted, however, that with 
the experts predicting exploitable 
oil deposits on the continental 
shelf equal to perhaps a twenty 
year supply of oil, the larger and 
highly competitive units in the 
petroleum industry are losing no 
time to secure sizable stakes in 
the rich gamble. Such giants as 
the Texas Company, Union Oil 
Company, Shell Union Oil Co., 
Socony-Vacuum are known to be 
in the forefront of the race, and 
when the basic question as to 
state titles has been definitely 
settled, future annual reports 
may devote considerable space to 
underwater operations. 
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Diversified Stake in 
Merchandise Shares 





(Continued from page 235) 


operators of modern chains in the 
department store field. As for the 
chains handling lower priced mer- 
chandise, the outlook is more 
mixed, depending upon the charac- 
ter of goods handled, although 
their sales may expand moderately 
during the first half at least. Keen 
competition tends to hold profit 
margins down in this group, but 
well entrenched concerns enjoy 
good volume potentials. 

Improved merchandising meth- 
ods of the food chain stores have 
enabled them to capture more 
than one third of total retail food 
sales in late years. Margins how- 
ever are thin, and in view of 
higher costs, only well-managed 
and well established concerns as- 
sured of large volume are likely 
to maintain good earnings. 

Shares of merchandising con- 
cerns declined in price faster 
than the general market last year, 
but in view of the better assured 
markets on the horizon, they have 
lately displayed increasing 
strength. At that they still seem 
reasonably priced in relation to 
dividends and earnings, and in 
our opinion deserve consideration. 

For investors favoring a com- 
mitment in the retail field, we 
present on the following pages a 
condensed analysis of concerns in 
each of the four merchandising 
divisions we have discussed. With 
proper timing a diversified stake 
in these should afford a satisfac- 
tory yield along with good ap- 
preciation potentials. 
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will take time, thus no early solu- 
tion can be expected. If it fails, 
Canada faces serious decisions. 


French Recovery Quickens 


Over in Europe, one of the in- 
teresting developments i is the sud- 
den improvement in France’s eco- 
nomic affairs, an improvement 
based largely on rising confidence 
inspired by the Marshall Plan. 
Something approaching prosper- 
ity is in the air. Production is up 
and France, together with other 
western European countries, ap- 
pears definitely to be settling 


JUNE 5, 1948 





"_.and the REPORT 


from smokers all over America is — 


NO CIGARETTE 
~ HANGOVER > 


‘when you smoke PHILIP MORRIS! 












1s 1S 
_ because PHILIP Morr 


From all over the country, letters have reached us, entirely un- 
solicited, from grateful smokers who report that in PHILIP MORRIS 
they enjoy a milder smoke, a cleaner, fresher smoke than they ve 
ever known before! 








Yes, if you’re tired of CIGARETTE HANGOVER—that stale, smoked- 
out taste in your mouth—that dry, tight feeling in your throat — 
CALL FOR PHILIP MORRIS, and remember .. . 
Of all leading cigarettes, PHILIP MORRIS —and only 
PHILIP MORRIS — is recognized by eminent nose and 
throat specialists as definitely less irritating. 


NO OTHER CIGARETTE CAN MAKE THAT STATEMENT! 


eau pHILIP MORRIS 


*Unsolicited letters on file, 


‘Youll / be glad TOMORROW_ you smoked Puitie Morkis TODAY ! 
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You may think it en that millions of 
people could have a voice in changing a 
company’s name, but that’s what happened 
to The American Rolling Mill Company. 
Several years after the company started 
operations in 1900, it adopted the trade- 
mark “Armco”’ for its special grades of 
steel. The Armco trademark has been 
widely advertised. Many ARrMCO cus- 
tomers identify their use of these special- 
purpose steels with this familiar trademark. 
Through the years—as the original small 
mill grew into one of the country’s great 
steel companies—our customers, dealers 
and the public alike have preferred to 
call the company “ArMco.”’ So, in recog- 
nition of this preference, the name of the 


ARMCO STEEL CORPORATION 


The familiar Armco triangle identifies special-purpose steels that help 
manufacturers make more attractive, more useful, longer-lasting products 


company has been changed from The 
American Rolling Mill Company to Armco 
Steel Corporation. 

The change is one of name only. It does 
not affect ARMCO management, personnel 
and long-established policies. It does in- 
crease the value of the trademark to those 
who use ArMCO Special-Purpose steels. 

The alert research and production men 
who have perfected so many special- 
purpose grades of ARMCO steel will con- 
tinue to improve present steels while 
developing new ones to help manufacturers 
build better products for the home, farm 
and industry. Armco Steel Corporation, 
Middletown, Ohio. Export: The Armco 
International Corporation. 








down to recovery after a phase of 
great uncertainty and pessimism. 
Marshall Plan benefits have not 
yet begun to materialize in con- 
crete fashion but the psychologic- 
al effect has been tremendous. In 
no small measure, the change is 
also due to the feeling that Russia 
is being contained, removing the 
haunting specter of eventually 
being overrun by the Russian 
steam roller. 

Anti-inflationary efforts, too, 
are beginning to bear some fruit 
and for the first time since the 
war, the national budget is in 
balance. For France, this is a big 
step forward. Until recently, the 
odds seemed heavily against any- 
thing approaching prosperity in 
1948. Exports are rising, and the 
implementation of the Marshall 
Plan gives assurance that France’s 
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international trade deficit will be 
covered for at least the coming 
year. Stabilization on the political 
front is no less a factor bolster- 
ing confidence and raising hopes 
of real recovery strides during 
the year ahead. 





F.O.B. Plant vs. Basing Point 





(Continued from page 231) 


confusion. Steel fabricators near 
one mill would have to deal ex- 
clusively with that mill, provided 
they can get the products they 
want in the quantities they need. 
If they must resort to more dis- 
tant suppliers, wholly or in part, 
for their steel requirements, they 
would never quite know their 
steel costs in advance. Thus if 
such a system became permanent, 


many fabricators would find it 
smart to move their plants close 
to steel producing centers, for ob- 
viously the steel industry can 
hardly come closer to the con- 
sumer by having a steel mill in 
every backyard. If present large 
mills in principal steel producing 
centers which ‘distribute over 
wide areas, were replaced by 
small mills operating in small 
areas, the cost of steel making 
would rise sharply. Actually, de- 
centralization of steel mills would 
be impossible because their loca- 
tion is determined by the near- 
ness of raw materials as well as 
by consuming markets. 


Impact on Consumers 


Similarly, on the consumer 
level, steel consuming industries 
would have to face a great deal 
of uncertainty. Take automobiles. 
The end of the present steel pric- 
ing method would almost certain- 
ly upset the competitive balance 
struck in the automobile industry 
due to price uniformity of steel 
throughout the country. Less 
than one-third of the automo- 
biles assembled in this country 
come out of Detroit plants, with 
a dozen-odd states producing 
motor cars. Increased steel costs 
to plants outside of the main steel 
producing areas, by virtue of 
higher freight costs, would deal 
a staggering blow to the com- 
petitive position of plants not lo- 
cated near steel mills. Some of the 
widely dispersed automotive parts 
suppliers would be equally seri- 
ously affected, with West Coast 
plants generally in a particularly 
disadvantageous position because 
of their distance from mass pro- 
ducing areas. 

Basically, the conflict between 
Government and industry over 
pricing systems is a divergence of 
views regarding industrial oper- 
ations. Most industries prefer 
orderly production and distribu- 
tion programs, stabilized costs 
and prices based on such costs. 
Government policy, however, op- 
poses any system of uniform 
pricing among competing com- 
panies, or any system under 
which one customer is being 
charged more for a product than 
another. 

Full application of the eco- 
nomic theory underlying this doc- 
trine is not likely to be an im- 
mediate prospect; it may never 
be fully applied. For Congress un- 
doubtedly will be urged to alter 
anti-trust laws as interpreted by 
the FTC and the courts, if such 
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interpretation creates trends not 
originally intended or apt to up- 
set economic stability. In this 
connection it is well to remember 
that Congress in the past has con- 
sistently rejected any drastic 
tinkering with proven business 
practices. Though repeatedly 
pressed to outlaw all basing 
point systems, it has so far re- 
fused to do so. Since sound anti- 
trust laws are eminently impor- 
tant to our economic health, it 
may once more have to undertake 
a searching analysis of the prob- 
lem involved. 

And directly involved is a siz- 
able cross-section of the entire 
American industry. Apart from 
cement and steel, the FTC has 
cases pending against the Cast- 
Iron Pipe Association, the Chain 
Institutes, the Douglas Fur Ply- 
wood Association, and such indi- 
vidual companies as National 
Lead Co. and Corn Products Re- 
fining Co. Numerous other major 
industries, ranging from paper to 
building materials and chemicals, 
for many years have been selling 
their products at delivered prices 
and therefore may be subject to 
the ruling laid down in the case 
of the cement industry. Its 
further clarification will indi- 
cate to what extent they will be 
affected in the end. 





Sterling Area — 
Stumbling Block to 
European Recovery 





(Continued from page 229) 


large purchases of raw materials 
and foodstuffs in the British Em- 
pire. As will be seen from the 
appended table, more than half 
of the British exports are cur- 
rently going to the sterling area 
countries, or nearly three and 
half times as much as before the 
war. In contrast, Europe receives 
little more than two and half 
times as many British exports as 
she did before the war. 

Western European countries 
point out that the British are 
making large shipments of goods 
to the countries holding sterling 
balances without receiving an 
equal value of imports in ex- 
change. Such trade exchanges are 
referred to as “unrequited ex- 
ports’. The truth is that the trade 
with the sterling area, as will be 
seen from the tables, is about bal- 
anced. The British contend that 
some of the shipments are neces- 
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Telephone Relay 
about 1% actual size 


iii 
tr 2 (Vike! 


W HEN you drop a nickel in a pay station 








Bett TELEPHONE LABORATORIES 


sary because the countries receiv- 
ing them have long been in the 
habit of using British goods. 
Another development on the 
Continent resulting from British 
policies has been the growing 
shortage of sterling. In some 
countries the pound sterling has, 
in fact, become as hard to get as 
the dollar. It is for this reason 
that Great Britain is being asked 
to open up and consider first the 
needs of Western Europe before 





and dial a call—or dial from home or 
office — as many as 1000 telephone relays 
go into action. 


The relay is the little device illustrated 
above — an electrical switch that works 
far faster than you can wink. You prob- 
ably don’t know itexists. But you couldn’t 
make a telephone call without it. 


These relays leap into service when you 
telephone, opening and closing circuits. 
They operate millions of times in their 
lifetime. 


Bell Telephone Laboratories designed 
this relay and some of the Laboratories’ 
best scientific minds are spending all 
their time improving it. 


Is it worth while to assign such great 
talent to so small a device? 


Here is the answer: There are more than 
100,000,000 relays in the Bell System 
and they represent one dollar out of every 
six spent for equipment in dial telephone 
exchanges. 


Design changes by Bell Telephone Lab- 
oratories have already saved millions of 
dollars in cost and greatly improved tele- 
phone service. It is this kind of research, 
especially in a time of rising costs, that 
helps keep your Bell System telephone ° 
service low in price. 


BELL TELEPHONE SYSTEM 





A great research organization, working 


to bring you the best possible telephone service at the lowest possible cost. 


she grants sterling credits or in- 
vests capital elsewhere. 

What will happen to British re- 
lations with the sterling area if, 
under the pressure of Washing- 
ton and Western Europe, Great 
Britain should agree to segregate 
the E.R.P. dollars from the ster]- 
ing area Dollar Pool funds, and 
if, instead of making ‘‘unrequited 
exports” to the sterling area, she 
should once more begin to grant 
extensive credits to Western Eur- 
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| This advertisement is not, and is under no circumstances to be construed as, an offering 


of these securities for sale, or as an offer to buy, any of such securities, 
The offering is made only by the Prospectus. 


20,000,000 Shares 


Playboy Motor Car Corporation 


COMMON STOCK 


Price $1.00 per Share 











Copies of the Prospectus may be obtained from the undersigned, or from any other 
broker or dealer participating in this issue, who is a member of the National Associa- 
tion of Securities Dealers, Inc., only in States in which such persons are qualified to 
act as dealers in securities and in which the Prospectus may legally be distributed. 


eet TELLIER & COMPANY 


42 Broadway, New York 4, N. Y. 


DIcsBy 4-4500 























ope? It is reported, as we go to 
press, that Great Britain, to- 
gether with Belgium has agreed 
to grant an extensive sterling and 
franc credit to France. Presum- 
ably this would necessitate bi- 
lateral trade balancing with the 
sterling area countries and, in 
order to make it effective, freez- 
ing of all pre-1947 sterling bal- 
ances. In other words, the pur- 
chases of the sterling area coun- 
‘tries would be reduced to their 
current earnings of not only dol- 
lars, but pound sterling as well. 


This would unquestionably 
spell hardship for many of them, 
particularly for India, Pakistan, 
and Egypt, which are planning to 
carry out ambitious industrializa- 
tion and development programs— 
unless, of course, either the Bank 
for International Development or 
the United States Government 
comes to their rescue and lends 
them dollars. What really would 
happen is that instead of fur- 
nishing dollars by way of Great 
Britain, we would be furnishing 
dollars directly. The question is 
whether we are ready to make 
loans in addition to the E.R.P. 
and Latin American program. 

The principal reason why 
many people would like to see 
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the sterling area broken up is 
“trade discrimination”. The 
sterling area no doubt could be 
reduced in size, but many impor- 
tant countries such as Australia 
and New Zealand are likely to 
stick with Great Britain through 
thick and thin. It is also a ques- 
tion of whether the breaking up 
of the sterling area at this point 
would really hasten free conver- 
tibility of currencies or the mul- 
tilateral way of trading. 


Problems Would Remain 


Furthermore, all the underly- 
ing problems would sstill be 
there. And the British would re- 
sist any effort to break up the 
sterling area in order to retain 
their .century old position of 
bankers for at least a limited 
part of the world. 

Essentially, the matter of 
Britain’s stepping-up her contri- 
bution in the building of West- 
ern Europe and yet retaining 
her position in the sterling area 
is a question of sufficient pro- 
duction. There are encouraging 
signs that for the first time since 
the end of the war, even British 
labor is beginning to realize the 
importance to their country of 
expanding production. 


The breaking up of the sterl- 
ing area and the loosening of 
economic ties that have bound 
together the British Common- 
wealth of Nations appeals to 
many people in this country. The 
point is, however, should Britain 
abandon the Empire in order to 
enter the Western European 
Union, what would happen to 
the non-European parts of the 
Commonwealth. Is the United 
States ready to assume Britain’s 
economic responsibilities, let us 
say, in the British West Indies, 
or British West Africa? The 
outcome might well be vastly 
different from what we think it 
would be, and hold serious con- 
sequences that we would be re- 
luctant to invite deliberately. 





For Profit and Income 





(Continued from page 241) 


each this year should be in the 
vicinity of $5.50 to $6.00 a share. 
The price-earnings ratios are mod- 
erate, considering quality of the 
stocks and the growth factors. 
The indicated dividend yields on 
each are around 4.5%. 


National Dairy 


This stock offers the rather un- 
usual combination of good invest- 
ment quality with a current mar- 
ket price around 28 at this writing, 
which seems unduly low .in re- 
lation to earning power probably 
not far from $4 a share, and a 
generously covered $1.80 dividend 
which might ultimately be in- 


creased. Present yield is better . 


than 6%. 





Another Break in 
Farm Prices 





(Continued from page 223) 


should be observed that prices 
sometimes have sold below sup- 
port levels when big crops were 
being harvested. 

In some respects, this year is 
not altogether unlike 1937. There 
was considerable drought in 1936, 
and crops were short. Business 
activity, after climbing steadily 
throughout 1936, came to rest on 
a high plateau during the first 
half of 1937. Farm _ products 
prices also rose rapidly, spurred 
by short crops and the high level 
of business. The peak of farm 
products prices was in March 
1937, at 94.1% of the 1926 aver- 
age. By December, they had de- 
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varied manufacture! 


...the mineral, agricultural and~ 
forest sources of plastics. Here is 


INDUSTRY'S...| “ 
Oo 


Compressed in this one section of our country 
is a vast store of natural wealth—all the needs of 


Here are the basic requirements of the chemical and 
steel industries ...the minerals for light metals 


~ 








a plentiful supply of water, free ‘: 
of impurities .. intelligent, loyal,} 
American-born industrial and 
agricultural labor . . . fast, con- 
venient transportation to 
domestic and foreign markets. 


In short, here is a frontier that 
calls urgently to those who would 
make the most of America’s 


rapidly expanding horizons. 
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to W. N. Deramus, President, 
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clined to 72.8%, a loss of 23% 
from the peak. In this case, how- 
ever, a fall slump in business ac- 
tivity accentuated the decline as 
a result of larger crops. 
Attention is called to the fact 
that advances in farm products 
prices during World War II and 
the post-war inflation have been 
greater than during the World 
War I period. The peak of farm 
products prices appears to have 
been reached in January, 1948, at 
a BLS index level of 199.2 (aver- 
age 1926 — 100); in August, 
1939, the index was 61.0. At the 
peak of inflation following World 
War I, in January, 1920, the farm 
products price index was 170.2 as 
compared with 71.4 in July, 1914. 
Thus far this year, the action 
of farm prices—as measured by 
the BLS farm products price in- 
dex—has been similar to that in 
1920. Then, prices made a peak in 
January, declined sharply in Feb- 
ruary, and rallied thereafter un- 
til May when the index came 
within a fraction of equalling the 
January high. Subsequently, 
prices began to decline, swiftly 
and abruptly. From the index of 
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169.8 in May, prices declined to 
104.6 in December and continued 
downward to 80.6 in June, 1921. 
This was a price debacle. No such 
action is likely in 1948 (and 
1949), but the fact cannot be 
ignored that the underlying fun- 


damentals of the two situations 


have a high degree of similarity. 

Declines in farm _ products 
prices are reflected most quickly 
at the retail level in foods. When 
food prices broke last February, 
retail consumers almost immedi- 
ately felt that prices of other 
goods also should decline. Until 
the war scare came along and di- 
verted some consumer spending 
to durable goods, consumer re- 
sistance was stiffening steadily 
on both non-durable and durables. 
And, it has continued on non- 
durables. With the war scare 
diminishing, a new break in farm 
products prices might well touch 
off heightened consumer resist- 
ance all along the line. Hence it is 
not impossible that non-farm 
products might be subjected to 
considerable pressure as a result 
of a break in farm products 
prices. 





To Company Reserves 
What Is Happening 





(Continued from page 220) 


$2.7 million as a theoretical offset 
to reserve funds. If an occasion 
arose where the latter funds had 
to be spent, their elimination 
from current assets would scarely 
be felt. 


For decades past the big rub- 
ber concerns have leaned heavily 
upon inventory reserves as a 
means of stabilizing reported net 
earnings during lean periods, and 
under current conditions they 
are rather strongly fortifying 
their positions against future 
price declines. Goodyear Tire & 
Rubber Co. has set up some $25.9 
million of reserves, well backed 
by $78.4 million of cash and 
securities among current assets. 
B. F. Goodrich carries reserves of 
$24.3 million, but these are 
closely comparable to $24.5 mil- 
lion of total cash and securities 
in its treasury, indicating that 
some of the reserve funds must 
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THE Ma mawOxX company 


MAKERS OF FINE RADIO-PHONOGRAPHS 


Dividend 
Notice 


The Board of Directors of 

The Magnavox Company has declared 
a quarterly dividend of 25 cents a share 
on the Company’s outstanding capital 
stock, payable June 15, 1948, to 
stockholders of record June1, 1948. 





R. A. O'CONNOR, 
President and Treasurer 














LOEW’S INCORPORATED 


“THEATRES EVERYWHERE’ 
May 26, 1948 
HE Board of Directors has declared a 
quarterly dividend of 374%4c per share 
on the outstanding Common Stock of the 
Company, payable on June 30th, 1948, 
to stockholders of record at the close of 
business on June 11th, 1948. Checks wii 
be mailed. ( 
CHARLES C. MOSKOWITZ, 
Vice President & Treasurer 











SOUTHERN PACIFIC COMPANY 
DIVIDEND No. 122 


A QUARTERLY DIVIDEND of One Dollar 
($1.00) per share on the Common Stock of 
this Company has been declared payable at 
the Treasurer’s Office, No. 165 Broadway, 
New York 6, N. Y., on Monday, June 21, 
1948, to stockholders of record at three o’clock 
P.M., on Tuesday, June 1, 1948. The stock 
transfer books will not be closed for the pay- 
ment of this dividend. 

J. A. SIMPSON, Treasurer. 
New York, N. Y., May 20, 1948. 

















GU POND E. I. DU PONT DE NEMOURS 
& COMPANY 


WitminctTon, DetawarE: May 17, 1948 
The Board of Directors has declared this day 
regular quarterly dividends of $1.121%4 a share 
on the outstanding Preferred Stock—$4.50 Series 
and 8714¢ a share on the outstanding Preferred 
Stock—$3.50 Series, both payable July 24, 1948, 
to stockholders of record at the close of business 
on July 9, 1948; also $2.00 a share, as the second 
interim dividend for 1948, on the outstanding 
Common Stock, payable June 14, 1948, to stock- 
holders of record at the close of business on 
May 24, 1948. 
L. puP. COPELAND, Secretary 








TU TM 
Copy of DuVal’s 
Consensus FREE! 


Before you buy or sell, read 
what MOST of the experts pre- 
dict and advise. Du VAL’s di- 
gests ALL the leading advisory 
services, gives ‘‘total market 
opinion” in a non-technical, one- 
page report. Get FREE copy to 
see how this weekly bulletin 
gives help you need —send name 
& address to receive next issue. 


DU VAL’S Investment CONSENSUS 
Dept. P-1104, 542 5th Ave., New York 19 
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be used for general purposes 
though perhaps quite naturally 
so, for the company’s working 
capital position is above average. 


In weighing Wilson & Co.’s re- 
serve position, it will be noticed 
that $16.9 million of reserves 
compare with quick liquid assets 
of $11.9 million, a pretty clear 
sign that the management does 
not consider it essential to segre- 
gate cash presumably intended 
for special purposes. The reserves 
of Johns-Manville also slightly 
exceed cash and securities, and if 
deducted from current assets 
would reduce the current ratio to 
1.2. This concern’s extensive ex- 
pansion program, however, has 
been well planned and financed, 
so that in case of emergency it 
would experience no difficulty at 
all in solving capital problems 
promptly. The same comments 
might apply to such concerns as 
A. E. Staley and Pacific Mills, 
both of which show quick liquid 
assets smaller in amount than re- 
serves on the liability side of the 
ledger. 

On balance it appears that par- 
ticularly in this era of heavy 
capital needs, many managements 
hold to the theory that in creating 
reserves for special purposes, 
they are well warranted in using 
such ear-marked funds for gen- 
eral purposes. This practice, 
though, naturally arouses wonder 
just where the money has gone 
in some cases and whether, if the 
emergency anticipated did ma- 
terialize, the protection envisaged 
would really exist. The element 
of liquidity obviously would be 
affected if reserve funds were 
used for plant improvements or 
other fixed assets. 


From this viewpoint, a com- 
pany’s cash asset position, and 
this position in relation to pre- 
viously created special reserves, 
deserves some attention, as does 
the ratio of liquid assets to cur- 
rent liabilities, a ratio that lat- 
terly in many cases has shown a 
steadily narrowing trend. Theo- 
retically at least, where contin- 
gency reserves are not adequately 
covered by cash, or marketable 
securities, or segregated receiv- 
ables, they must seem to fall 
short of fulfilling their purpose. 
In many cases, of course, such 
reserves may be_ substantially 
above any foreseeable needs, per- 
mitting modification of this cri- 
terion. If so, they aré simply re- 
tained earnings that may be 
plowed back into the business in 


any way the management deems 
advisable. 





Answers To Inquiries 





(Continued from page 242) 


$1.25 has been declared on each 
of the stocks so far this year. 


Elliott Company 


Please report first quarter 1948 
earnings of Elliott Co., sales and order 
backlog. 

B.E., Davenport, Iowa 


Net profit of Elliott Company, 
a leading manufacturer of gas 
and steam turbines, electric gen- 
erators and motors, and other 
types of heavy industrial power 
plant equipment, for the three 
months ended March 31, 1948, 
amounted to $633,862. This com- 
pared with net profit of $387,341 
for the three months ended 
March 31, 1947. After providing 
for preference dividends, these 
earnings were equal to $1.73 per 
share of common stock for the 
first quarter of 1948 against 
$1.11 per share for the like period 
of 1947. There are 328,079 shares 
of common stock outstanding. 
Net sales of the company for the 
first quarter of 1948 totalled 
$6,155,253 compared with $4,- 
375,000 for the corresponding 
period of 1947. Company’s back- 
log of orders on March 31, 1948 
amounted to $30,500,000. 


City Stores Company 


Please let me know what department 
stores are operated by City Stores Com- 
pany; its working capital and recent 


earnings. 
T.C., Bath, Me. 

Consolidated sales of City Stores 
Company reached a new record 
high of $154,795,916 for the fiscal 
year ended January 31, 1948, an 
increase of 11.8 percent over the 
$138,487,552 reported for the pre- 
ceding year. Net income applicable 
to City Stores Company for the 
fiscal year amounted to $4,675,371, 
equal to $2.77 per share on the 
1,688,401 shares of combined class 
A and common stock outstanding. 
This compares with net profit of 
$5,234,826 for the preceding year, 
equal to $3.10 per share on the 
same number of shares outstand- 
ing. 

Net working capital on January 
31, 1948 was $26,614,937, equal to 
$15.76 per share, compared with 
net workirg capital of $27,190,832 
or $16.10 per share a year earlier. 
Consolidated earned surplus at the 
end of 1948 fiscal year was $17,104- 
122, an increase of $2,655,784 for 
the year. Inventories at the year 
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In this major market upturn when the investment action 
you take is vital to preserving and building capital and 
income ... we suggest that you turn to THE FoRECAST 
just as you would consult your lawyer, doctor, architect, 
etc., for professional advice. FORECAST SERVICE will pro- 
vide you with the essentials you need in conducting a 
sound investment program. 


1. When to Buy and When fo Sell 


Our weekly market forecast . . . with chart of daily 
action . .. projects the trends and basic forces at work. 
Definite market advice is then 
given which you can apply to 
your independent holdings and 
to our recommendations. In- 
cluded . . . with graphs... 
are Dow Theory Interpreta- 
tions of Major and Intermedi- 
ate Trends; also of our special 
Market - Support Indicator 
measuring supply and demand. 


Burlington Mills 
B. F. Goodrich 





Profits Made Available 
on the Initial Upsurge 


(A Partial List) 


American Woolen -.cccccc-cccssscssscecersscseone 


34%4% Cum. Conv. ..... 


3. Programs Fitted to Your Needs 


Securities selected are carried under our continuous 
supervision in specialized programs suited to your capi- 
tal, wishes and objectives. There are three programs: (a) 
Stressing Security of Principal and Assured Income— 
with Appreciation; (b) Dynamic Securities for Capital 
Building with Higher Dividend Potentials; (c) Low- 
Priced Opportunities for Large Percentage Profits. Each 
program comprises a fixed number of securities and it is 
our aim to have you contract or expand your position as 
we anticipate pronounced market weakness or strength. 
Sound selection and proper tim- 
ing keynote FORECAST SERVICE. 


4. Continuous Consultation 


You are welcome to consult us 
Points Profit saree by mail or by wire ... On 
11% securities in which you are in- 





The latter warned of the 1946 


break six weeks ahead... and Pure Oil 


Phillips Petroleum ..... 





has gauged the movements of 
1947-1948 with high accuracy. 


Southern Railway ... 


U. S. Pipe 


Souther: Paciiic =. 





Union Bag & Papev...... 











2. Definite Advices on Intrin- 














sically Sound Issues 


All recommendations must meet our rigid evaluating 
factors in regard to: (a) Industrial Position and Poten- 
tials; (b) Financial Strength; (c) Proven Earning 
Power; (d) Good Yields Amply Supported by Earnings. 
Of course, special situations are advised with emphasis 
chiefly on price appreciation. Technical as well as funda- 
mental factors are carefully considered as it is our stead- 
fast policy to have you strategically time your commit- 
ments. This overall analysis is fully applied to all 
selections . . . bonds and preferreds as well as 
common stocks. 


terested . . . as many as 12 at 

revmmnnnnen — WY a time ... to place and main- 

% tain your portfolio on a sound 

a anaes 51, basis. We will advise you what 

incl nade yy to hold .. . switch .. . or close 
— ™% out. 

7 A Plus Service . . . These con- 

sultation privileges alone can be 

worth hundreds and thousands of 


dollars to you in concentrating in profit leaders . . . in 
stable investment situations . . . in avoiding laggards... 
in keeping your position adjusted to the market’s out- 
look. 


Enroll NOW to receive our current recommendations of 
“12 Dynamic Securities To Be Bought on Recessions” 
and our new selections as uncovered. At this time, you 
also have the advantage of our Special Offer of Free 
Service to July 15, 1948. 








FREE SERVICE TO JULY 15, 1948 








Special Offer 
Te You! 


Air Mail: 


THE INVESTMENT AND BUSINESS FORECAST 
of The Magazine of Wall Street, 90 Broad Street, New York 4, N. Y. 
I enclose [J $50 for 6 months’ subscription; [) $75 for a year’s subscription. 
(Service to start at once but date from July 15, 1948) 


SPECIAL MAIL SERVICE ON BULLETINS 
$1.00 six months; [] $2.00 oO 


O $3.50 six months; 


Telegraph me collect in anticipation of 
important market turning nts . 
when to buy and when te sel 








MONTHS’ one year in U, S. and Can: 
service 900 £5 °S7.00 one year. 
MONTHS’ Name 
12 SERVICE $75 
Address 
Complete service will start at 
once but date from July 15 City 


State 





Subscriptions to The Forecast 
are deductible for tax purposes. 


JUNE 5, 1948 


Your subscription shall not be assigned at 
any time without your consent. 


List up to 12 of your securities for owr 
initial analytical and advisory report. 
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OIL STOCKS 


At profit-taking level 
or headed higher? 


IL STOCKS have been the 

outstanding leaders of the re- 
cent advance. Is it time to take 
profits, or do rising earnings war- 
rant still higher prices? 

Read the timely survey of this 
industry in the current UNITED 
Report, which presents essential 
facts and 1948 share-earnings fore- 
cast on 30 active Oil Stocks, in- 


cluding: 

Atlantic Refin’g Cities Service 
Barnsdall Phillips Pet. 
Continental Oil Pure Oil 

Mid Continent Seaboard Oil 
Ohio Oil Plymouth 

Sun Ray Oil Sinclair 

Texas Co. - Stand. Oil, N.J. 
Shell Union Stand. Oil, Cal. 


For an introductory copy — 


Send for Bulletin MW-97 FREE! 
UNITED BUSINESS SERVICE 


210 Newbury St. Boston 16, Mass 
os 


A>AAAI 
WHAT ABOUT THESE 











STOCKS? 


Am. Tel. & Tel. Sears Roebuck 
Ches. & Ohio Sinclair Oil 
Columbia Gas Soc. Vacuum 

. Ed., Chi Stand. Oil, Cal 
Cons. Edison, N.Y. Stand. Oil, Ind 
Gen. Electric Stand. Oil, N.J 
Gen. Mo’ Swift & Co. 
Int. Tel. & Tel Texas Co. 
Kennecott Copper Union Carbide 
Penna. R.R S. Steel 
Phillips Pet Warner Bros. 
Radio Corp. Youngstown S & T 


Babson’s opinion on these stocks may 
save you losses. Simply check those 
you own, or list 7 others you own, and 
mail this ad to us. We will tell you if 
clients have been advised to Hold or 
Switch them. 
No cost or obligation. 
Write Dept. 


BABSON’S REPORTS 


Wellesley Hills 82, Mass. 
—O BAA AVIS II) 





end were in better valance than 
they were a year earlier. Most of 
the company’s subsidiaries used 
the conservative “last in, first out” 
method of determining costs and, 
as a result, inventories at the year 
end were carried of $4,076,291 less 
than would have been the case 
otherwise. 


{ CANADA DRY 
DIVIDEND NOTICE 


The Board of Directors of Can- 
ada Dry Ginger Ale, Incorpo- 
rated, at a meeting thereof held 
on May 25, 1948 declared the 
regular quarterly dividend of 
$1.0625 per share on the $4.25 
Cumulative Preferred Stock and 
a dividend of $0.15 per share on 
the Common Stock; both pay- 
able July 1, 1948 to stockhold- 
ers of record at the close of 
business on June 15, 1948. Trans- 
fer books will not be closed. 
Checks will be mailed. 


Wo. J. WILLIAMS, 
V. Pres. & Secretary 








During the year the company’s 
long-term notes of $7,500,000 were 
reduced by $1,967,656 by using 
current resources and $920,955 re- 
ceived from the sale to Lit 
Brothers, a subsidiary, of 9,141 
shares of that company’s 6% pre- 
ferred stock. In February of this 
year, City Stores further reduced 
its long-term debt by applying an 
additional $573,267 which was re- 
ceived from the sale of another 
5,690 shares to Lit Brothers. Ex- 
pansion and Improvement pro- 
grams of subsidiaries were carried 
forward in 1947 and will ve con- 
tinued through the coming year. 

City Stores operates the follow- 
ing department stores: Lit 
Brothers, Philadelphia; R. H. 
White Corporation, Boston; 
Maison Blanche Company, New 
Orleans ; B. Lowenstein & Brothers 
Inc., Memphis; Loveman, Joseph 
& Loeb, Birmingham; Kaufman- 
Straus Co. Ine., Louisville; Richard 
Store Company, Miami, and Op- 
penheim Collins & Company, Inc., 
which conducts speciality stores in 
New York City, Brooklyn, Phila- 
delphia and Buffalo, and branch 
stores in White Plains, New York, 
Garden City, L. I. East Orange and 
Morristown, New Jersey and in 
Germantown, Pa. 





Investment Audit of 
Gulf Oil 





(Continued from page 234) 


tributed to 1947 earnings. The 
annual report remarks: 

“To properly appraise the earn- 
ings figures for 1947, it is neces- 
sary to recognize that these earn- 
ings had the benefit of the pro- 
duction of low-cost oil from crude 
oil reserves in the United States, 
discovered and developed prior to 
the war, which oil cannot be re- 
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placed except at a much higher 
cost. Also the amounts deducted 
from current income for the use 
of properties, plant and equip- 
ment are based on original cost 
of the facilities and not on pres- 
ent high replacement costs. Had 
the company depreciated its plant 
facilities on the basis of the ab- 
normal costs prevailing today, 
substantially larger plant exhaus- 
tion provisions would have been 
required and as a result the earn- 
ings shown would have been much 
less.” 

Furthermore, sales of heating 
oils are becoming an increasingly 
important factor in governing 
earnings. Large inventories of 
such products were put into stor- 
age last summer and in the 
autumn in anticipation of heavy 
winter requirements. Actual re- 
tail prices received upon comple- 
tion of delivery were substantial- 
ly in excess of earlier calcula- 
tions. Profit margins, in other 
words, were larger than usual. 
Supplies that must be put into 
storage this summer to meet next 
winter’s needs must be produced 
at much higher costs. Whether 
the same wide margins obtained 
last winter can be duplicated in 
the coming heating season is un- 
certain. If by some chance, larger 
supplies were available abroad 
and there should be a surplus in 
eastern markets (which at this 
writing appears doubtful), major 
oil producers might face the pros- 
pect of subnormal earnings from 
such products. 


Outside Interests 


Aside from oil properties, dis- 
tribution and marketing facilities, 
appraised in the balance sheet at 
a net figure of $574 million, Gulf 
has important interests in allied 
activities. The company holds a 
dominant interest in Texas Gulf 
Sulphur Company, for example, 
the largest producer of sulphur in 
the country. Income is derived as 
well from properties leased to 
Freeport Sulphur Company, the 
second largest factor in the in- 
dustry. The Texas Gulf stock, 
amounting to 1,296,100 shares, or 
33.75 per cent of the outstanding 
capitalization, was acquired for 
properties held by a subsidiary 
consisting mainly of sulphur de- 
posits in Texas. The shares are 
carried at $8.4 million, but at the 
end of 1947 had a market valua- 
tion of about $72 million and at 
current price of about $78 mil- 
lion. For each share of Gulf Oil, 
there is about .11 of a share of 
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Texas Gulf worth approximately 
$6.50. 

The interest in synthetic rub- 
ber is represented by a 30 per 
cent holding in Neches Butane 
Products Company, which has a 
plant at Port Neches, La., and is 
engaged in production of ‘putadi- 
ene, principal ingredient used in 
making the substitute for native 
rubber. Socony-Vacuum, Pure Oil, 
Texas Company and Atlantic Re- 
fining also have an interest in the 
company. 

Total current assets increased 
last year to about $269 million, 
or 29 per cent of total assets, 
prior to the recent financing. Net 
working capital was equal to al- 
most $9 a share at the year-end. 
Stockholders’ equity at the close 
of 1947 amounted to $534.6 mil- 
lion, or $58.90 a share, compared 
with $470.8 million, or 51.87 a 
share, at the end of 1946. On this 
basis, the recent offering to stock- 
holders of new stock at $51 a 
share would seem to have been 
reasonably appraised. Current 
market price is around 75. This 
year’s price range is: High 75%, 
low 57%. 

Working capital and stockhold- 
ers’ equity, although not necessar- 
ily the most important factors in 
governing worth of a corpora- 
tion’s stock, are vital factors in 
affecting intrinsic worth. Ade- 
quate working capital is essential 
in obtaining satisfactory earn- 
ings. Both from the standpoint of 
property valuations and earning 
power, Gulf Oil has appeal for 
conservative investment. 





Lower Prices Needed to 
Avoid Boom-Bust 
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been made. Wages are indissolubly 
linked with prices, thus unless 
offset by increased productivity, 
there can be no price stabilization 
without wage stabilization. Taxes 
are another of the primary fac- 
tors that have a major impact on 
prices. They have a direct bear- 
ing on the cost of producing every 
item. Unnecessarily high taxes 
thus are not compatible with the 
aim of obtaining a broad lower- 
ing of the prices structure, quite 
apart from their effect on con- 
sumer purchasing power. 

In short, while private enter- 
prise has now the responsibility 
for prices, constructive coopera- 
tion of labor and Government is 
indispensable if the cost of living 
is to be brought down to any con- 
siderable extent, if we are to get a 
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When you re judged 
by your hospitality, 


there is only one choice... 


A Schenley Mark of Merit Whiskey 
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Se ilpin Rare Blended Whiskey 86 Proof. 624% Grain Neutral Spirits. Copr. 1948, Schenley Distillers Corporation, N.Y. C. 








ANACONDA COPPER MINING CO. 
25 Broadway 
New York 4, N. Y., ay 27, 1948 
DIVIDEND No. 160 

‘The Board of Directors of the Anaconda Copper 
Mining Company has declared a dividend of 
Seventy-five Cents (75c) per share on its Capital 
Stock of the par value of $50 per share, payable 
June 29, 1948, to holders of such shares of record 
at the Close of business at 3 o'clock P.M., on 
June 8, 1948 








C. EARLE MORAN, Secretary & Treasurer 








declining price level that will en- ° 


able us to maintain and absorb 
peak production to fill the nation’s 
many needs. On our ability to 
achieve this will depend the 
further course of postwar busi- 
ness. It is idle to talk about ac- 








C.1.T. FINANCIAL CORPORATION 
Dividend on Common Stock 


A quarterly dividend of 50 cents per share in 
cash has been declared on the Common Stock 
of C. I. T. FINANCIAL CORPORATION, 
payable July 1, 1948, to stockholders of 
record at the close of business June 10, 1948. 
The transfer books will not close. Checks will 
be mailed. 

FRED W. HAUTAU, Treasurer. 
May 27, 1948. 
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how many Feet 
in a FOREST? 
Don't Know? 


* 


well you should, 
if the Forest is 
YOURS, 
and We can tell you. 
ONE OF OUR APPRAISALS 
WILL SHOW THE 
quantity, © 
quality, 
location, 
Future Prospects 
of ANY timber tract. 


Air Surveys, at Lower 
Cost, a Specialty. 


Let us 
ESTIMATE A SERVICE 
TO FIT YOUR NEEDS. 


SABLE MOUNTAIN CORPORATION 


Rutland Vermont 




















Great Neck 
“Kings Point” 


> 
: On 4 beautiful acres expensively 
¥ landscaped, this charming Medi- 
terranean Villa contains 5 sunny 
family bedrooms, 5 large baths, 
% servants quarters. In addition to 
a lovely entrance hall, there is a 
: large living room with fireplace, 
» dining room, breakfast room, 
panelled library, den, loggia, 
solarium, pantry and kitchen. In- 
: direct heating system fired by oil. 
At $60,000 the property offers ex- 
cellent value. Inspection any time 
y% and immediate possession if 


desired. 


KELLIE SMITH 
160 Middle Neck Road 
Tel. Great Neck 6990 
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cumulated demands so long as 
these demands, for price reasons, 
are beyond fulfillment. It is 
equally idle to talk about huge 
purchasing power so long as it 
cannot be properly activated, for 
the same reason. And much of it, 


doubtless, is simply on strike 
against high prices. It is a situa- 
tion with which business will have 
to come to grips sooner rather 
than later; the preliminaries are 
already under way. 

While living costs hold high, 
there are some encouraging signs. 
Indications of good crops are one 
of the best auguries for lower 
food prices in the months to 
come. Industry’s stout resistance 
to third round wage demands, 
and the generally moderate pay 
hikes ultimately agreed upon, 
bring wage stabilization at least 
nearer and together with cost 
economies and stepped-up worker 
productivity may ultimately make 
it an accomplished fact. Overall, 
no more than a moderate further 
rise in the price level should oc- 
cur during the remainder of the 
year, perhaps with many individ- 
ual divergencies on the downside. 

Few Price Declines 


Some manufactured goods 
prices have begun to ease, though 
the trend as yet is neither broad 
nor pronounced. As mentioned be- 
fore, it’s still a comparative rar- 
ity. The electrical industry has set 
the pace with price cuts, and 
higher trade-in allowances on ap- 
pliances give appliance buyers 
even greater savings. Some steel 
prices have been lowered, paving 
the way for appreciable savings 
on end-use products. In scattered 
soft goods lines, prices have been 
forced down by consumer resist- 
ance. The overall trend may 
broaden in coming months, as a 
larger volume of goods is likely to 
be available for consumption, un- 
less manufacturers resort to pro- 
duction cutbacks which would be 
bad for the whole economy. 

One factor, not unimportant, is 
that the day of allotments is fast 
disappearing. When supplies were 


short, big companies necessarily’ 


shared business with marginal 
producers. Their output is now 
able to cope with demand in most 
instances. The result is a sharper 
rise in their volume compared to 
the rest of the field. This is true 
in the hard goods lines and it will 
be particularly true in the textile 
and apparel goods lines which 
face something of a test in com- 
ing weeks. 

To sum up, what’s needed for 


long range prosperity are more 
goods, not less, at lower prices— 
not at higher prices. Unless prices 
come down, real purchasing power 
will shrink to the extent that it 
can no longer absorb production, 
and this opens the way to reces- 
sion. Far from overproducing, we 
are still underproducing in rela- 
tion to existing demands. This 
presents a challenge to industry 
which should clear the decks for 
all-out production and for utmost 
cooperation towards lower prices. 





Is Market Now Discounting 
Third Quarter? 
(Continued from page 215) 





further advance in the stock mar- 
ket—perhaps moderate, perhaps 
large—in due time. There is noth- 
ing to add to them at present. We 
think the chances are that prices 
will be higher than now sometime 
in the next three to six months, 
and see no need to try to look fur- 
ther ahead than that in a quite 
uncertain world. We do not feel 
equal confidence on a short term 
basis. Maintain the previously ad- 
vised position: about 75% invested 
in average accounts, 25% in re- 
serve. For those with larger re- 
serves and contemplating buying, 
we think not much can be lost, 
and that probably something can 
be gained, by waiting for reaction 
periods. —Monday, May 31. 
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Book Reviews 
STYLES OF ORNAMENT 
By Alexander Speltz 

To the architect, craftsmen, designer, 
interior decorator, teacher and student 
of drawing, this volume with its 400 
plates is an indispensable reference tool. 
It presents the entire range of ornament 
in all its different styles from prehistoric 
down to modern times and illustrates the 
different uses to which it has been ap- 
plied. 

From the prehistoric and primitive 
cultural remains of the Stone Age and 
the Metal Age, nearly all of which are 
purely geometrical in design, the devel- 
opment follows chronologically through 
the Egyptian, Babylonian, Persian, 
Hebraic, Indian, Greek, Etruscan, 
Roman, Pompaian and Celtic civiliza- 
tions, the early Christian adaptation of 
the Byzantine, the Romanesque, the Rus- 
sian, the Moorish, Gothic Oriental, Early 
Renaissance, later Renaissance Rococo, 
American Colonial, the Classic Revival 
down through the Empire and its later 
developments. 
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Pride in possession of a Magnavox radio-phonograph increases 
with your growing awareness of its matchless tone, unsurpassed performance 
and timeless, harmonious furniture design. It adds beauty to your 


home, pleasure to your listening ... satisfaction through the years. 


See and hear Magnavox in America’s finest stores. You'll be proud 
to own one. The Magnavox Company, Fort Wayne 4, Indiana. 
Illustrated: THE BERKELEY: Authentic 


18th century design... Superlative 20th century 
performance. Available in mahogany. 
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RADIO PHONOGRAPH 
“She Symbol of Quality in Radi 
— Since 1915 








Iitustravex Sound Stidefiim Equipment 














